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CONSTRUCTION SUBSIDIES ON SS. “INDEPENDENCE” 
AND 8S. “CONSTITUTION” 


WEDNESDAY, APRIL 1, 1953 


Unirep States Housn oF REPRESENTATIVES, 
COMMITTEE ON MercHant MARINE AND FISHERIES, 
Washington, D. C. 

The committee met, pursuant to notice, at 10 a. m., in room 219, 
Old House Office Building, Hon. Alvin F. Weichel (chairman of the 
committee) presiding. 

Mr. WeicueEx. Will the meeting please come to order. 

This hearing is being conducted at the request of the General 
Accounting Office with reference to a matter that they have had 
under consideration for some time and on which they have made some 
recent decisions as to what they are going to do. They have asked 
to be heard. 

Who is here from the General Accounting Office? Is Mr. Warren 
here? 

Mr. Yares. I am Frank L. Yates, the Assistant Comptroller 
General, and Mr. Ralph E. Casey is with me, who is our Associate 
General Counsel. 

May I make a brief statement at the outset, Mr. Chairman. 

Mr. Weicue.. Yes, if you will. 


STATEMENT OF FRANK L. YATES, ASSISTANT COMPTROLLER 
GENERAL, GENERAL ACCOUNTING OFFICE 


Mr. Yarss. As the chairman and the other members of the com- 
mittee will recall, last June the Comptroller General, Mr. Warren, 
appeared before a subcommittee of this committee, of which Mr. 
Shelley was the chairman. He testified at length regarding the two 
ships of the American Export Lines, Inc., the Constitution and the 
Independence. 

Since then, Mr. Chairman, some things that have happened have 
written another chapter in this story. It was the Comptroller Gen- 
eral’s thought that because of the direct interest of this committee in 
the subject matter and the hearing held last June that we should 
proffer our services in coming before the committee to assist the com- 
mittee in coming up to date regarding the matter. Ordinarily such 
a subject matter would be covered in a report to the Congress or a 
written report to the committee, but because of the hearings of last 
summer we had thought it might suit the convenience of the com- 
mittee if we should appear here and tell the committee about it. 

The Comptroller General has asked Mr. Casey, who is more closely 
associated and acquainted from beginning to end with the details of 
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the subject of this morning’s hearing than any other person 1n the 
General Accounting Office, to make the statement The statement 
Mr. Casey will present, if it be the pleasure of the committee, has been 
Ww 


, omptroll r General, as well as DY mvself 
in entire accord with what Mr. Casey will say. 

If you should wish it, Mr. Chairman, after the hearing, the statement 
Mr. Casey will present could be perfected, copied, copies provided for 
members of the committee and for the record, if that be your pleasure. 

Mr. Weicu Mr. Casey, instead of reading something, will you 


tell us the facts recarding the 


rone over by the ¢ e are 


position of the General Accounting 
Office in connection with what happened since the hearings of last 
summer and what the cone lusions of the General Accounting Office 
are? In other words, make the kind of a statement that will give us 


some sort of hold on this thing. : 


STATEMENT OF RALPH E. CASEY,’ASSOCIATE GENERAL COUNSEL, 
GENERAL ACCOUNTING OFFICE 


Mir. Casny. Mr. Chairman, I think it might be appropriate, in view 
of the fact that to certain members of the committee this mav be a 
new matter, that I skim over briefly some of the background of this 
transaction which, as vou know, dates back to Aucust of 1948. 

Mr. Wercuet. We will probably be called into session at 11 o’clock. 
We do not want to cut vou short and we know you know enouch 
about it and want to give you enough time so that you may present 
a complete report 

Mr. Casry. I will be as brief as possible on the background material. 


} 


The Merchant Marine Act of 1936 was designed to foster the devel- 
opment and maintenance of an American merchant marine, composed 


of privately owned and operated vessels as far as possible that would 


strengthen the merchant marine in time of peace, carry American 
cargoes and serve as a naval and military auxiliary in time of war 

It provided for two kinds of subsidies: An operating subsidv and 
a construction subsid) The construction subsidy is provided in 
t} ‘ 1n Dp rriT ) \ oO! ror appli ior the con- 
true tion of the vessel of a tvpe that he needs to service a narticular 
route The Maritim Roard considers that application and the 
aestion as ft wh th ror not t] it y aga] is a moat suitable and 


whether or not it will suit the pruposes of the operator and also carry 


out the purpo of the act if thev approve the application the 
M » Board, representing the United States Government, con- 
tracts with a shipyard, an American shipyard, to build that vessel at 

certain price. At the same time it contracts to sell that vessel to 


9 \ 

the operator at 9 reduced pr ce and the reductior In nrice is called the 
: sien aes, diva om : ° : . 

construction-differential subsid The reduced price is the estimated 


cost of building that vessel in a foreign shipyard 


The operating subsidy is, as the name implies, a subsidy that is 

pposed to equalize the higher cost of operating vessels under the 
\ ( flay as ag t, for m competitors 

In Aucust of 1948 the American Export Lines made an application 
to uld two passenger vessels. now known as the Indenendence and 
the Constitution. The estimated cost of buildine those vessels was 


$46,830.000, of which the Government was to pay $19,560,000 as 
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subsidy, and Sao as national defense allowances, ora total of 
$22,900,000, and American Export was to pay $23,900,000 

The national defense allowances are features in the vessels which 
either have no commercial utility or whose commercial-utility use is 
out of proportion to the amount of money the operator will have to 
spend on them, which is certified | »y the Secretary of the Navy as 
being useful for national-defense purposes and readily convertible to 
a milite ary and naval auxiliary in time of war. 

These particular ships were designed to carry 972 passe nge rs each 
on the route between New York and the Italian ports of Naples and 
Genoa. 

Under title V, which contains the construction subsidy prov isions 
of the act, there are certain limitations on the amount of the con- 
struction-differential subsidy. In the normal case they can get up 
to 33) percent on actual construction costs, but in the case of con- 
vincing evidence that the actual difference between the American and 
foreign costs is greater, they can get up to 50 percent. The original 
act pro\ ided that it had to have the vote of 4 out of the 5 members in 
the Maritime Commission, but under the Reorganization Act there 
are now 3 members of the Board and the Reorganization Act pro- 
vided that the vote of any 2 of the 3 members will be sufficient for all 
purposes, 

During the course of our audit of the former Maritime Commission 
in 1948 and 1949, which was in progress at the time that this appli- 
cation was ap proves d, we looked back of the determination of the 
subsidy and we found the calculations of subsidies were based on really 
nothing more than fragmentary information in the files. The caleu- 
lations were replete with all kinds of errors, aatenateal and other- 
wise. Re assumptions were made completely without foundation 
and we felt there were misinterpretations of the law. The deficien- 
cies were so serious that we made a report to Congress on July 11, 
1949, and I would like to refer just briefly to 1 or 2 of the things we 
found. 

We found that on 1 day 1 of the commissioners made a motion to 
the effect that the staff be required to bring i ett support for the 
subsidy calculations that had been presen ted to the Commis sion, but 
the Commissioner withdrew the motion whi nit was pointed out that 
they had already approved the application for the subsidy on the 
pre \ i101 Ss day . 

Then the following exchange of telegrams took place between the 
Maritime Commission and one of the other Commissioners. The 
telegram of August 5, 1948, to one of the Commissioners from the 
chairma n read as follows 

Mr. Krocu. Which one of the Commissioners? 

Mr. Cassy. Commissioner Carson. It was as follows: 

Please arrange to return to Washington for Commission meeting 10 a. m. 
August 9, to consider evidence for determination of construction-differential 
subsidy for 2 American Export Line passenger vessels, which matter requires 
4 affirmative votes since indicated subsidy, if approved, will exceed 33% percent. 

A reply, dispatched on August 7, 1948, 2 days later, from the Com- 
missioner from Portland, Oreg., was as follows: 

It is my opinion, and I do find as a fact that the Commission possesses convinc- 
ing evidence that the actual differential between the domestic and foreign con- 
struction cost of the passenger-type vessels is greater than 33% percent and at 








4 SUBSIDIES ON INDEPENDENCE” AND “CONSTITUTION” 


least equal to or greater than 50 percent. If necessary wire to me the evidence 
presented by the staff of the Commission so that I may comment with respect to 
each relevant factor and add thereto any additional factors which convinced me. 

In one computation 2% percent was added to increase the cost of a 
vessel built to foreign standards to that of one built to American 
standards. In another computation, 5 percent was added for the 
same purpose. When it was later decided to eliminate these additional 
amounts, did the technical experts subtract 2% percent in one case 
and 5 percent in the other? No. They subtracted 8% percent in 
each case. 

In another calculation, the productivity of the United States 
worker was used as being 1.46 times that of the productivity of a 
foreign worker. In another calc soy made at the same time and 
involving the same conditions, the labor productivity in the foreign 
country was assumed to be the same as in the United States. In still 
another case the expert multiplied when he should have divided. 
Our people pointed those errors out to them and they readily admitted 
them. But on the whole these and other errors made the calculation 
absolutely worthless. 

Following this report to the Congress, the Government Operations 
Subcommittee of the House Committee on Expenditures in the execu- 
tive departments held extensive hearings on the matter and rendered 
a report in which they sustained our allegations—wholly sustained 
them—that these calculations were absolutely worthless. They 
recommended that the subsidy determination be reviewed and that 
all steps possible be taken to prevent excessive expenditure of public 
funds under these subsidy determinations. 

In fact, the President of the United States stepped in at that time 
and requested both the Attorney General and the Maritime Commis- 
sion to review these calculations, and in the meantime directed that 
the Commission take no action that might jeopardize the legitimate 
interests of the Government in the event it should be determined they 
should be redetermined 

The staff of the Commission at that time reviewed their procedures 
with a view to coming up with a sound and supportable determination, 
but in the meantime the Maritime Commission was abolished by the 
President by Reorganization P lan No. 21 which became effective on 
May 24, 1950 

On January 11, 1951, when the steamship Independence was ready 
for delivery, the Federal Maritime Board and the American Export 
Lane executed a contract pro\ iding for the delive ry of the Inde pend- 
ence and for later delivery of the Constitution to the lines with a 
provision under which the subsidy, the old —, calculation, was 
to be redetermined. The Export Lines was given the right, how- 
ever, to reject the new calculation if they did not feel that they could 
buy the vessels for whatever price was determined, and to return the 
vessels to the Government 

On February 20, 1952, the Federal Maritime Board announced in 


report their new subsidy calculation. The new sales price set the 
price at $19,000,000 each as against the earlier Maritime Commission 
price of approximately $14,000,000 each. The subsidy percentage 


was reduced from 45 percent to 27.07 percent. The costs of the 
third-class passenger space and certain other national defense allow- 
ances were disallowed and charged to the owner’s account. The ones 
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that were disallowed represented about 40 percent of al! the allow- 
ances for national defense features that had previously been made. 

The aggregate of all the reductions in subsidy and national-defense 
allowances was $10,600,000. 


At that time, and in our report to ( ‘oneress mi ade afte thes at re ‘port 
was issued, we stated that we felt the Maritime Board had made as 
reasonable and as sound a calculation of construction subsidy as 


could have been made on the basis of the information available, and 
the representatives had done a thorough job in trving to get all the 
information possible 

The American Export Lines almost immediately indicated a reluc- 
tance to take the vessels at that price. They were supposed to indi- 
cate their acceptance or rejection within 30 days, but the date was 
extended several times. Hearings were held before a special sub- 
committee of the Merchant Marine and Fisheries Committee in 
June of last year. At that time American Export represented that 
they had additional evidence on foreign costs and also on the currency 
foreign exchange situation in August of 1948 which they would like 
the opportunity to present to the Maritime Board and which they felt 
would result in a different subsidy calculation. The Maritime Board 
entertained an appeal to reopen the proceedings and our office enter- 
tained no objection to the reopening of those proceedings. They 
were reopened. Certain cost information was submitted to the 
Board, which consisted of an estimate by a Dutch shipyard, the 
Wilton-Fijenoord, a shipyard in Schiedam, Netherlands. It de- 
veloped that the officials of that shipyard could not come to the United 
States to support their estimate, so the Board went to Holland, 
accompanied by representatives of the State Department, American 
Export Lines, and the General Accounting Office. 

These meetings, which I attended, established several things, at 
least to the satisfaction of the General Accounting Office, and I 
believe in most of these observations we will be joined in by the 
Maritime Board. 

We found that it was entirely possible to arrive at a reasonably 
accurate calculation of foreign costs based not upon an estimate 
submitted by a foreign shipyard—we will agree is rather unusual to 
be able to get a foreign shipyard to submit an estimate—but based 
upon the information that is sent back to the United States by the 
foreign representatives of the Maritime Board, who really are under 
the State Department. 

We recognize that a determination as to foreign cost is not a precise 
science. It can only be areasonably close estimate. But in reviewing 
the Dutch estimate with the estimates that had been made in February 
of 1952 by the Maritime Board we found this: That the Dutch esti- 
mates with a certain revision in them which the Board itself made, 
would have amounted to a subsidy of 32.6 percent. The Maritime 
Board estimate of February 1952 was 27.07 percent, but there was a 
mistake in that estimate which the Board itself found out after it had 
been issued, which, if corrected, would have increased it to 29.09 
percent. So that really they were within a range of 3 percent in the 
construction cost of the vessels. Bear in mind that I am talking now 
about the subsidy rate based upon Dutch estimates converted into 
dollars at the official rate of exchange between dollars and guilders. 
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The meeting also threw considerable light on the question of foreign 


and American standards, which has been the subject of some contro- 


versy. It has been alleged and thought that there is considerable 
difference, both in the nature and cost of American standards by reason 
of our fireproofing requirements, the requirements for crew’s quarters 


and sanitation that are contained in Coast Guard regulations, and 


certain of our laws In fact, it has been estimated that as much as 9 
or 10 percent of the cost of the vessel was represented by that difference 
in standards. But in talking with the foreign representatives and 
experts it developed that in many of the competitive ships at least 
there is very little if any difference, at least in the cost, of the standards. 


While we were not experts, the Maritime Board had at least one ex- 
pert along with them from Newport News Shipbuilding, an electrical 
expert, and from the questions that he asked the corresponding foreign 
electrical expert, we could see that there was not much difterence in 
the cost, so far as the electrical equipment on the ships was concerned. 

We felt and now feel that the Dutch shipyard did submit an estimate 
in good faith. It was reasonably well supported, not only by their 
own statistics and data, but by their own subcontractors—people 
with whom they had been continually doing business in the construc- 
tion of other vessels. We felt, of course, that the Dutch shipyards 
were doing this work under a contract with the American Export 
lines, and that if there was any way in which the estimates might vary, 
it would vary on the low side in order to favor American Export. 
Particularly we disagree on the cost of steel that was included in the 
estimate. But on the whole we felt that the estimate was reasonably 
well supported and we have no reason to quarrel with the estimate 
on that basis. 

The estimate adopted by the Maritime Board with their own slight 
revisions would result in a sale price for the two vessels of about 
$34,983,000. That is almost $35,000,000 for the vessels if the Dutch 
estimates were converted to dollars at the official rate of exchange in 
August of 1948. Sut they did not convert those to dollars at the 
official rate of exchange. They reduced that price by 19% percent, 
or $6,350,000 on the theory that an American who had dollars to 
spend for ship construction in August of 1948 could have secured that 
much of a discount off the official rates. The sales price as it was 
reduced was $28,640,000, or almost as low as the old Maritime Com- 
mission figure of $27,770,000. The new subsidy rate was 45.84 
percent as compared to the old Maritime Commission rate of 45 
percent. The intervening rate, of course, was 27.07 percent. 

The fact that the old Maritime Commission price was somewhat 
lower than the new price, even though the subsidy rate is a little 
hicher, is due to the fact that the national defense allowances were 
changed and some $800,000 taken off each vessel and charged to the 
owner’s account. 

We have no real objection to this foreign cost estimate if it had 
been converted to dollars at the official rate of exchange, but we do 
have objection, and we feel justifiable objection and strong objection, 
to introduce this kind of a “gimmick,” this currency aspect of the 
determination of construction subsidies. It is complicated enough as 
itis. It has got all kinds of complications and estimates and assump- 
tions, and now we get a new “gimmick” in the thing. We call it a 
gimmick, because this is the first time in the 16-year life of the 
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statute; that is, since 1936, that foreign cost estimates have ever 
been converted to dollars at other than the official rate of exchange. 
And in this particular case, by a strange coincidence, it operates to 
bring the subsidy rate right back up to where it was 4% years ago of 
45 percent. 

The Maritime Board in its latest report states that they had con- 
vincing evidence that an American with dollars to spend for vessels 
in Holland in August of 1948 could have secured a 19% percent 
discount. The evidence that they consider convincing, frankly, was 
not convincing to us, but we do not question their determination on 
that basis. We take the position that the law makes no provision 
whatever for such an allowance and that the Maritime Board has 
exceeded its statutory authority to that extent. 

The purpose of the subsidy provisions in the Merchant Marine 
Act, and I mean both the construction subsidy provision and the 
operating subsidy provision, is to put the American operator into a 
competitive parity position with the foreign operator. It is com- 
monly said that the purpose of the construction subsidy is to subsidize 
American shipyards. Well, that is not true. 

The act provides that the operator has got to build his ship in an 
American shipyard. That is the protection to the American ship- 
yards. The purpose of the construction subsidy is to equalize the 
capital investment of the American operators in the ships that he buys. 
In other words, this reduction in selling price could oo have been 
designed to equalize the capital investment in ships of the American 
his foreign competitor. The construction subsidy is 
it he puts no more money into that 

1as to putin. That is the important 
his whole picture, so far as the present question is concerned. 

The Federal Maritime Board starts with the assumption that the 
purpose of the construction subsidy provision is to give the vessel to 
the American operator at a price which will equal what he would have 
to spend to build the vessel in a foreign yard. But the law does not 
say the price to the American operator. The law says the estimated 
cost of building that ship in the foreign yard. I propose to show not 
only that these words were gratuitously supplied by the Maritime 
Board—and we think under the guise of administrative interpretation 
W hie h we spe al of as legislation by construction but that by supply- 
ing those words they violate the primary pri ciple of tne act. In 
other words, not only was the Maritime Board’s treatment of the 
foreign currency aspect of tne subsidy a misconstruction of the law, 
but even if a proposal to amend the Jaw specifically to provide for 
such an allowance were made, it would be ill advised, since it would 
be out of consonance with the basic philosophy of the 1936 act. 

Section 502 (b) of the act, which prescribes the basis for fixing the 
subsidy, refers to the selling price as the fair and reasonable estimate 
of cost of construction of the proposed vessel in a foreign yard. 

Section 705 has some application because that sets a floor below 
which a vessel that is built under the act, whether under title V or any 
other provision, may not be sold. In neither section do the words 
“to the operator” or ‘‘to the purchaser’ appear. 

Let us assume, for example, that the Dutch authority, the financial 
authority, the Central bank, were actually willing to give a currency 
concession in 1948 in that they wanted dollar credits. It is pretty 


operator anid 
to reduce the price to them so th 
oe than his foreign competitor 


c 
aspect of t 


9) 
ao 
1 
I 
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enerally conceded that in that year soft-currency countries were 
making concessions and they were being granted by some of those 
soft-currency countries. But how about the French operator with 
his francs? He is in a soft-currency country. And we get the Italian 
operator with his lire, and the Danish operator with his kroner, or, 
particularly, the Dutch operator with his guilders. They are not 
going to get any concession, currency concession, from the Dutch 
authorities who would have had to pay 41 million guilders for each of 
these boats. So, when we knock down the price by 19% percent to 
this American operator, don’t we give him that much more than 
parity so far as the Italian and the Frenchman are concerned, and 
particularly the operator in Holland? We think the Maritime Board 
has introduced a subjective approach into the law by relating the 
foreign estimate to the amount of dollars that American Export would 
have had to expend, which is contrary to the general construction of 
that law which up to now has been viewed objectively. 

For example, in the selection of a foreign shipbuilding center, there 
has never to our knowledge been any discussion or consideration of 
whether currency discounts might be available to an American pur- 
chaser in one foreign country as against another. The Board has 
considered the available facilities, experience, personnel, and political 
conditions in the various oe but | never the bearing of possible 
currency concessions for American dollar And yet, to be consistent 
it would seem that sea having a $6 vice effect on the price of 
the two vessels should certainly be a factor. 

If we pushed this subjective approach one step further, inquiry 
would be made also into the foreign currency accounts of the partic- 
ular applicant to whom the Board is selling the vessels. For « nines: 
American Export, with its extensive Italian business and connections, 
might well have decided to build the vessels in Italy to take advan- 
tage of some blocked-lira accounts. That is to say, a country that 
might be selected by one company as the best place to build a ship 
because of lower shipbui ildir ng costs generally micht not be selected 
by another company because of that particular company’s financial 

lealings in foreign currency, as in this case in Italy where there 
would probably be no other way that they could get their money 
out, as compared to having the ships built in Holland for less money. 
So, possibly, they should have determined what the estimated foreign 
construction costs of the ships would have been in Italy rather than 
in Holland. But, since no American company can build ships 
abroad and receive operating subsidy on them, we are far afield when 
we consider what the particular applicant would have done or even 
what a particular applicant would have had to pay to have the ships 
built foreign. It is what the foreign competitor would have done 
and what he would have had to pay that is the proper criterion under 


the act. The act savs that the sub: idy shall equal but not exceed 
the difference between the cost of building the ship here and the 
estimated cost of building it abroad. To the extent that a subsidy 


does exceed the amount Siuaoaies to achieve parity for the American 
operator, it is illegal. And that is the position, simply and con- 
cisely, which the General Accounting Office takes in respect to this 
latest determination of the Federal Maritime Board 

We feel that this interpretation that they have placed upon the 
language of the act results in a windfall of $6,350,000 to the American 
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Export Lines. That is a windfall which the Congress not only did 
not provide for, did not even consider, but which we feel sure would 
not have been provided for had it been considered. The Congress 
didn’t consider it in the course of the original legislation, in the 1936 
Act, or anv amendments to it 

In 1947 the Merchant Marine Committee issued a report in which 
it cautioned the Maritime Commission, the predecessor of the Mari- 
time Board, with the following language: 


I 


* * * Congress has determined what assistance is necessary to enable opera- 


tors of American-flag vessels to compete with lower-cost foreign operators. It is 
the responsibility of the Maritime Commission to effectuate this congressional 


policy and to give all of the assistance to American operators specified by Congress 
But the Maritime Commission is not authorized to provide more aid or assistance 
to the American merchant marine than Congress has prescribed 

In the face of that admonition the Board has now injected into 
subsidy determinations an element of s specul lation and uncertainty 
that far overshadows the previous difficulties. The Soma int up to 
now has been that foreign cost data is hard to obtain and xtremely 
unreliable w hen they cel it. Now we have currency de als to contend 
with—black markets, grav markets, free markets, and who knows 


what bind of markets. The Board has pre ‘viousl} eX pressed a desire 
to be relieved of the burden of determining subsidies and to have the 
Congress do the job for them. We feel that this might well be another 
step in that direction, to inject into the statute insurmountable difficul- 
ties of administration. 

I should point out that the Maritime Board is fully aware of the 
doubtful nature of the construction they have placed upon the act. 
They know that nowhere in the act is there any express provision 
which authorizes conversions at other than official rates of exchange. 
They know that nowhere in the reports, debates, or the hearings on 
the 1936 act was any mention made in any substantive way about 
currency. The only mention was a question by Senator Vandenberg 
of the Senate committee, who said, in substance: “Isn’t it true that 
so long as the exchanges are in the variable state that they are that 
we will never know from time to time how much our subsidies will 
be?” 

And the answer, in effect, was “Yes.” 

During the 81st Congress, Chairman Bland of this committee 
introduced a bill, H. R. 3289, which would have amended the act to 
provide that 

If the Commission is of the opinion that the estimate of foreign cost of construc- 
tion cannot properly be computed by the use of the dollar equivalent thereof at 
official rates of exchange, or the effect upon the purchase price of the foreign-built 
vessel of grants-in-aid bounties, or subsidies of whatever description, or any other 
page a distorts the foreign construction costs, it shall, to the extent 
necessary, make adjustments in the determination of foreign costs by reason of 
the Satan going factors. 

That bill never passed. In fact, no hearings were held on it. The 
Maritime Administration General Counsel has said as to its effect as 


follow Ss. 


This proposal for a mandatory direction that the Commission must adjust the 
foreign construction-cost estimate to take into account nonofficial rates of exchange 
in my opinion does not create an inference that the Commission has no discretion 
to provide for appropriate adjustments in the vessel sales price for changes in the 
official foreign-exchange rates. 
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Of course, the bill, as I say, did not receive serious consideration by 
the Congress, and we do not feel that the introduction of the bill is 
necessarily controlling. But, however, we doubt very much that the 
sole purpose of the bill was to make the provision ms andatory and that 
the authority was already in there. It is more likely that the author 
of the bill failed to appreciate the ingenuity of those administering 
the law, and did not suspect that they would take the absence of any 
provision for foreign currencies as tantamount to a grant of admuinis- 
trative discretion to include it in the subsidy allowances to the extent 
of over $6 million 

That is precisely why we think that this is a gimmick; why we feel 
strongly that this subsidy determination is illegal to the extent of 
$6.350.000. 

In conclusion, I feel this committee will want to know that the 
General Accounting Office will do its utmost to protect the Govern- 
ment’s interest in this case by withholding from the American Export 
Lines the sum of approximately $6,350,000 to cover the illegal portion 
of this subsidy allowance and will immediately forward the entire 
record to the Attorney General. 

That concludes my remarks on the case, Mr. Chairman. I will be 
glad to answer any questions the committee might have. 

Mr. Weicue.. As you see this, the former Commission in its de- 
termination did not have convincing evidence, and that situation was 
developed before the Hardy committee. 

ioe. afterward, when there was a redetermination, the subsidy was 
reduced and the American Export Lines did not accept it. Then the 
Maritime Board was asked to come before this committee to tell 
about it and they all came up here and said what they had to say 
about it. 

So what you are saying now in effect is that they restored everything 
that they had in the first place, not based on convincing evidence, by 
injecting something that is not in the law at all. In other words, 
black-market currency. It would seem to me that the Commission 
or the Board, or whichever finally did this, used everything that they 
could use in the law, but then they went outside. It seems that they 
made a determined attempt to deprive the Government of $6 million 
by something that is not in the law at all, as you stated. 

Mr. Caszy. As I say, the convincing evidence will only be necessary 
when you exceed 33% percent. 

The adjustments they made in the foreign-cost estimates would 
have brought it up to 32.6 percent. 

Mr. Wericuev. The rest was taking into consideration black-market 
economy. 

Mr. Casry. The law requires that they have convincing evidence 
in order to push it back up to 45.8 percent. 

Mr. Weicue.t. But that isn’t even in the law. 

Mr. Casey. There is nothing about currency in the law at all. 

Mr. WercHev. So they restored it to where it was in the first place. 

Mr. Casey. Yes, sir. 

Mr. Weicuet. By injecting something in the law that was not there 
at all. 

So, in view of that, you are having $6 million withheld and turning 
the whole matter over to the Attorney General? 

Mr. Caszy. Yes, sir. 
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Mr. Weicue.. Now, with reference to the use of the black-market 
currency or anything of that sort, did they talk to the Treasury 
Department about it? ' 

Mr. Casny. Yes, they did. 

Mr. Wetcuet. What did the Treasury Department tell them? 

Mr. Caszy. The Treasury Department refused, during the course 
of the proceedings of this case, to place themselves on record as to 
what they thought about this thing. There were some informal dis- 
cussions with the Treasury Department. I sat in on one of the dis- 
cussions in Admiral Cochrane’s office at the Maritime Board, and 
Treasury at that time voiced strong skepticism about deviating from 
the official rates of exchange. 

I indicated at that time very clearly and strongly to Admiral 
Cochrane that I was very much disappointed that the substance of 
that conference was not on the record somewhere. 

But subsequent to the determination in November, the Comp- 
troller General addressed a letter to the Secretary of the Treasury 
and asked him for his official comments with reference to the cur- 
rency aspect of this subsidy determination. 

The Secretary of the Treasury took no position with reference to 
how the law should be construed so far as subsidies are concerned. 
He was particular in keeping hands off what the Merchant Marine 
Act provided. He said in his letter, and [| have a copy of the letter 
here, that there were two ways in which a currency discount could 
have been obtained in 1948. 

First, there could have been the operator, that is, the American 
building it abroad, if he foresaw that devaluation was coming, which 
it did come in September 1949, and he had the money in his hand, so 
to speak, he probably would not have gone out and converted all his 
dollars for the two ships into guilders at the official rate of exchange 
at that time. He would have only converted as many dollars as he 
needed as the progress of the construction of the ships went along. 

So that in that way when September 1949, came and the official 
rate of exchange was reduced he at that time would have had a con- 
siderable portion of his money on hand, so he would have gotten the 
benefit of the devaluation under the official rate of exchange from 
then on. He would have, therefore, at the end of the transaction, 
have gotten the ships for a cheaper price than 41 million guilders 
converted at the official rate of exchange at the end of 1948. 

The other way was to get a so-called currency deal, and I think 
they put the word deal in quotes, which might have required the 
consent of the Dutch financial authorities in August of 1948. I 
think that perhaps it would be better if I read that part of their 
letter. They say: 

The second basis for the Federal Maritime Board conclusion is the availability 
of a variety of currency ‘deals’? which the American company might have been 
able to arrange, amounting in one form or another to a discount from the then 
official rate of the guilder. Here, we are in a realm of speculation in which it is 
more difficult to arrive at any conclusion than under the first line of analysis 
discussed above. It is true that there were many transactions in the field of 
international finance whereby foreign currencies, including the guilder, were, in 
fact, purchased at a discount from the official guilder-dollar rate of exchange 
Che possibility of any one of these transactions having taken place in 1948 would 
1ave depended on one or more developments, such as: the approval bv the mone- 
tary authorities of some special technique for the particular transaction in order 
to secure business for the Netherlands; or authorization by the International 
Monetary Fund, if requested, of any exception to the rules otherwise applicable. 
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[hese are highly speculative possibilities on which we do not believe it is 


possible to come to a conclusion today regarding what might have happened in 
1948 An opinion expressed by the Dutch authorities at the present time would 
in our judgment not be ve persuasive, since it is impossible to re-create the 
atmosphere under which day-to-day decisions were being made 44 years ago. 
However, in view of your request, we understand that the State Department has 


asked a representative of the Netherlands Embassy for a statement in regard to 


I might state further, Mr. Chairman, that we addressed another 
letter to the Secretary of State and asked him to get whatever informa- 
tion he could from the Netherlands authorities as to certain of the 
transactions that were testified about during the Maritime Board 
hearings 

While We received no fo al reply ir mn the Secretary of State, [ 
have received a reply vhich the Ambassador of the Netherlands 
furnished to the Secretary of State, and if | might summarize that, he 
reviews in detail the principal transaction involving the construction 
of a ship which was presented to the Maritime Board. 

That testimony was given by Manuel Kulukundis, who was a 
Greek shipowner 

Mr. Werrcue.. Is that the one who was mentioned in the news- 
papers? 

Mr. Casry. I am subject to correction on this, but I think his name 
was Manuel Kulukundis and I think he is the man referred to as being 
the Greek shipowner involved in the agreement with the McCarthy 
committee 

He testified and presented a statement under which he built a ship 
in the Netherlands in 1950 and testified as to certain discounts he 
received. He was authorized to pay for this ship 50 percent in dollars 
and 50 percent in pounds sterling, with the alternative left to him as 
to when he would pay in dollars and when he would pay in pounds 
sterling 

le testified that was a very useful and advantageous arrangement 
from his standpoint 

In the report of the Federal Maritime Board after reviewing certain 
opinion evidence that had been furnished about the possibility of 
getting discounts in 1948, they referred, as being of even more sub- 
stantial and stronger support for their view, to the testimony of 
Manuel Kulukundis as to what actually happened in one ship trans- 
action. But they did not go back to the Netherlands authority for 
their views as to this transaction. In this communication from the 
Netherlands Embassy the Netherlands Ambassador reviews that 
transaction and points out that so far as they knew Manuel Kulukun- 
dis was regarded as being part of an international shipping concern, 
the y lid not consider this contract as a United States order but rather 
as an order emanating from a partly British, partly otherwise, inter- 
national concern. Under these circumstances the shipyard obtained 
approval to accept payment of 50 percent in sterling and 50 percent 
in United States dollars. 

They state further, however, in that connection, and this is the last 
sentence of their memorandum: 

It follows from the above in any case that the question whether florins or 

ld have been purchased at a discount directly or indirectly is irrelevant 


sterling could 
in case of a United States shipowner, as the latter would be required to effect 
payment in United States dollars exclusively whether the contract price is ex- 


ywressed in terms of florins or dollars. 
I 
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As I say, Mr. Chairman, I have not considered the question of the 
quantum ‘of the evidence that was presented to the Board, because I 
feel in this particular case, no matter how strong the evidence, the law 
makes no provision for currency concessions. 

Mr. Weicue.. This Board, on a redetermination, cut back the 
determination that the old Maritime Commission made, cut it down 
some $10,500,000. 

Mr. Casry. In February 1952 

Mr. WeicHeu. Yes. 

Mr. Casry. They pushed the price up by cutting down the al- 
lowances. 

Mr. WEICHEL. Yee. Now, the same people, in November of 1952, 
restored it, not on the basis of convincing evidence but on the basis 
of injecting black-market currency into it. Isn’t that what it 
amounted to, to the tune of $6 million? 

Mr. Casry. I have maintained it was black-market currencies, 
but the definition of that is something else. 

Mr. WeicHEL. Whatever definition there is to it, they restored it 
after once cutting it down. They restored it, not on the basis of 
convincing evidence, but on the basis of this currency manipulation 
which is not in the law, to the tune of $6 million. In other words, 
they found some way of interpreting the law against the Government 
to put out millions of dollars, the same people. 

Mr. Casry. That is right. 

Mr. Wercue.. Are there any questions? 

Mr. Aen of California. Could you indicate to us what the 
probable course of action of the Attorney General would be if the 
entire matter was referred to them? 

Mr. Casey. I might say, Mr. Allen, that our withholding of 
$6 sng will undoubtedly result in htigation. That $6,350,000 is 
money that is owed to the American Export Lines under their oper- 
ating- lestadde agreement. It is accrued and in arrears, and has not 
been paid. By withholding that money they will sue for the money 
and we will counterclaim on the basis that they have been given two 
ships for $6,350,000 less than they should have. 

Mr. Aten of California. That would imply that the entire con- 
troversy 1nd the legal point on which you have expressed your opinion 
would be determined in a court action. 

Mr. Casry. Yes, sir; I think so. 

Mr. AuueN of California. They do have their complete remedy on 
either side in the courts of the country. 

Mr. Casey. Yes, sir. 

Mr. ppg California. The other point that concerned me 
quite a bit as you stated the facts was this: I think you referred to 
the ingenuity of the M: aritime Administration in using a “gimmick.” 
I won’t ask you to define a “gimmick.” I think that is a little difficult. 
But do you imply by your statement that there was bad faith on the 
part of any of the three members of the Maritime Board in reaching 
this conclusion? 

Mr. Casgy. No, sir. 

Mr. Auten of California. You are convinced that they acted 
good faith. 

Mr. Casry. Yes, sir 
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Mr. Autuen of California. And they would be at the time Admiral 
Cochrane, Mr. Gatov, and Mr. Williams. 

Mr. Casey. Yes, si 

Mr. WErICcHEL. Did they ask the opinion of the Attorney General 
of the United States to interpret the statute? 

Mr. Casrny. About the currency thing? 

Mr. Weicue.. Yes. 

Mr. Casny. No, not so farasI know. Iam quite sure they did not. 

Mr. CampsBeLuL. What is your definite recommendation? 

Mr. Casry. Well, so far as our recommendation to this committee 
is concerned, we want to apprise the committee of what we have 
done and our position with reference to this currency aspect of the 
subsidy allowances. 

As Mr. Allen has stated, I think that in all probability this particular 
case will be resolved in the courts, but I definitely believe that the 
Maritime Board should not go ahead and make any more determina- 
tions in which they make this kind of determination until some resolu- 
tion of the question is made by the Congress or the courts. 

Mr. Srrty-Brown. In other words, under existing law. 

Mr. Bonner. Did I understand you to say that they base their 
reason for injecting this exchange on the legislation of the proposed 
bill that Mr. Bland introduced? 

Mr. Casry. No. 

Mr. Bonner. You said something about using the Bland bill, 
which was never considered as a vehicle to inject into the determination 
new features. 

Mr. Caspry. I did not mean to leave that inference, Mr. Bonner. 

Mr. Bonner. Just what did you mean? 

Mr. Casry. I said that bill was introduced, and it would have per- 
mitted and authorized exactly what they have done. 

Mr. Bonner. That is what I thought you said. 

Mr. Casry. The Maritime Commission General Counsel said in 
his opinion, in considering the whole legal aspect of this thing, that he 
did not believe the mere introduction of that bill, which would have 
made the allowance mandatory on the Board, that the introduction 
of the bill left any inference that they did not already have the author- 
ity to do it if they wanted to, according to changes in official rates of 
exchange. He was considering a somewhat different question at that 
time. He was considering whether or not they could have included 
in the contract for the sale of these vessels to American Export Lines a 
so-called currency variation clause under which the final price to the 
operator would have been determined according to rates both before 
and after devaluation. 

Mr. Bonner. Did they give any grounds as to why they thought 
this was pertinent to their determination? 

Mr. Casry. No, the whole theory and reason is this, they feel that 
the purpose of the law was to give the ship to the American operator 
at the price that he would have been able to buy it if he bought it in 
1948, and we feel that that was not what the law was designed to do, 
but to give it to the American ship operator at the price his foreign 
competitor would have had to pay for it in 1948. 

Mr. Yates. I suggest to Congressman Bonner that at the time 
that Bland bill was introduced somebody must have thought that 
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that kind of legislation was necessary to permit the Maritime Com- 
mission to do what they did. 

Mr. Bonner. That is what I gathered, without any act of Congress 
they seized upon that to reach this determination. 1 

Mr. Yares. I don’t know that they seized upon the bill, but I 
think a fair inference is that it is directed to either Mr. Bland or the 
members of industry who proposed the bill, feeling that that kind of 
legislation was necessary to permit what they now seek to do. 

Mr. WercueLt. Do you mean that the Congress should pass a 
resolution negating everything in the statute? If you did, you 
couldn’t make enough books. 

Mr. Casgy. I did not mean that. I don’t think that is necessary. 

Mr. Seety-Brown. In view of the statement you made earlier, 
would it be possible for you to have a complete copy of the statement 
available? I would like to have it as soon as possible at my desk. 

Mr. Casry. I would like to perfect this and have it reproduced, if 
that-is the desire of the committee. 

Mr. Wertcue.. It will become a part of the record. 

Mr. See.y-Brown. Can we have individual copies? 

Mr. Weicuev. It will be printed. 

(The material referred to was not received at the time the hearings 
were printed.) 

Mr. Keoau. I would like to have the opportunity at the next 
meeting of asking Mr. Casey a few questions. 

Mr. Weicue.. Do you want the General Accounting Office repre- 
sentatives brought back? 

Mr. Kroau. I would like to have one representative, at least. 

Mr. WeicuHev. All right. 

(Thereupon, at 11 a. m., the hearing was recessed, subject to the 
call of the Chair.) 








CONSTRUCTION SUBSIDIES ON SS. “INDEPENDENCE” 
AND SS. “CONSTITUTION” 


TUESDAY, APRIL 21, 1953 


Unitep States House or REPRESENTATIVES, 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D. C. 
The committee met, pursuant to call, at 10:10 a. m., in room 219, 
Old House Office Building, Hon. Alvin F. Weichel (chairman of the 
committee) presiding. 
Mr. WercHEL. The meeting will please come to order. 
Is Mr. Casey here from the General Accounting Office? 


STATEMENT OF RALPH E. CASEY, ASSOCIATE GENERAL COUNSEL 
GENERAL ACCOUNTING OFFICE 


Mr. Casey. Yes, sir. 

Mr. WercueL. Mr. Casey, when you were here the other day you 
made a partial statement with reference to the allowances of sub- 
sidy referring to the American Export Lines. Do you have an 
additional statement to complete on that, and will you proceed with 
that? 

Mr. Casey. Yes, Mr. Chairman. 

Mr. Chairman and members of the committee, you will recall that 
due to the short time available several weeks ago I rather hastily 
presented the views of the Comptroller General with respect to the 
latest subsidy determination of the Federal Maritime Board in con- 
nection with the American Export Lines’ vessels Independence and 
Constitution. I should like to supplement my previous statement 
with certain facts which have an important bearing on the issues in 
this matter and on the action of the Board. 

I should mention first that in making a precise calculation of the 
excessive portion of the subsidy allowance it has been determined to 
be $6,964,966, rather than $6,350,000, the approximation previously 
used. The difference is attributable to the application of the lower 
subsidy percentage rate, resulting from elimination of the currency 
discount, to the items of escalation and extras. 

Mr. Wercuet. With reference to that last paragraph, could you 
explain it any more fully? 

Mr. Casry. Yes, Mr. Chairman. The way the subsidy determina- 
tion works is, they figure the subsidy on the basic construction cost of 
the vessel and then apply the percentage rate to the items of escalation 
and extras, so that when the currency discount is taken out of the 
percentage rate of 45.84 percent, leaving 32.6 percent, it leaves a 
larger chunk, so to speak, of the overall cost of the vessel to be assumed 
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by the purchaser in proportion to the Government share. And that is 
what resulted in the increase from $6,350,000 to almost $7,000,000. 

As you know, we take the position that the Merchant Marine Act 
of 1936 not only contains no express provision for increasing the con- 
struction subsidy by reason of possible discounts in foreign exchange, 
but that it is not consistent with the basic parity principle of the 
statute to grant such increases. As I indicated at the last session, 
there is but one mention of foreign exchange in the entire legislative 
history of the act, and that a passing remark of no particular 
significance. 

I might mention in that connection, Mr. Chairman, that there were 
some discussions on the floor of the Senate, as I remember it, along the 
line that so long as the exchanges were fluctuating, the amount of the 
subsidy would also fluctuate. But, of course, they were talking there 
about the fluctuations in the official rate of exchange. 

There are, however, numerous statements by members of both the 
executive and legislative branches of the Government which lend 
support to the view that the real purpose of the construction subsidy 
was to equalize the capital investment in ships of the American 
operator to that of the foreign operator. In other words, it seems to 
have been well recognized in the minds of those passing on the original 
legislation that the selling price to the American operator was to be the 
approximate cost of the ship to the foreign competitor, rather than 
what it would cost for an American operator to build the ship abroad. 

I will merely cite a few of these references. During the hearings on 
the bills which led to the 1936 act, the then Assistant Secretary of 
Commerce, J. M. Johnson, stated that the plan was to “arrive at a 
subsidy that would create parity; nothing more,” and that to accom- 
plish this the Government would “Absorb the difference in the cost to 
the United States-flag shipowner and that of the foreign shipowners. 
Nothing more.” I think the last part of that is important, ‘‘the 
difference in the cost to the United States-flag shipowner and that of 
the foreign shipowners.” 

The following colloquy took place between two members of the 
House Merchant Marine and Fisheries Committee, Congressmen 
Sirovich and Welch, with respect to the proposed construction subsidy: 

Mr. Srrovicn. In other words, it would put the operator of the ship, when the 
Government pays direct to the shipyard on the construction, it would put him on 
& parity with his foreign competitors, so far as the construction was concerned? 

Mr. Wetcu. It would apply to the owners of the vesse] who contracted for the 
construction of the ship. 

Mr. Srrovics. Yes; but they would be put on a parity, through this subsidy, 
with the foreign competitor. 

And in House Report No. 1277, 74th Congress, it was stated: 

The construction differential subsidy shall equal the excess of the American 
cost over the fair and reasonable cost to a principal foreign competitor. 

It has been suggested in the past that the General Accounting Office 
should indicate any doubts it may have as to the legality of adminis- 
trative action at the time the action is being taken rather than after 
it has become an accomplished fact. The record should show that 
is exactly what happended in this case. 

The Federal Maritime Board held hearings in connection with the 
foreign currency aspect of this determination and invited representa 
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tives of the General Accounting Office to attend. At the request of 
the Comptroller General, I attended and in the course of the hearings 
not only suggested to the Board the doubtful legality of making any 
concession for currency but indicated why I thought such action 
would contravene the parity principle of the act. In other words, 
[ told them, for the record, 2 months prior to their action of November 
4, 1952, of the serious doubts the General Accounting Office had 

to the propriety of what I thought they might do. 

Mr. Weicueu. Did they ask an opinion in advance on this from the 
General Accounting Office? 

Mr. Caszry. I believe I am coming to that in the very next para- 
graph. But I might say I did not undertake to indicate those doubts 
on my own personal account, but was checking back with the people 
in my Office from day to day, and I knew when I was indicating those 
doubts I was speaking rather offic ially for the General Accounting 
Office. 

In fact, we went one step further. I informally advised the General 
Counsel to the Board that in order to avoid the possibility of bringing 
the allowance into question later an advance decision of the Comp- 
troller General should be requested with respect to the authority to 
grant a discount for dollars in fixing the subsidy. 

I might say at that point, in the Budget and Accounting Act of 
1921 it specifically provides for advance decisions by the Comptroller 
General at the request of the head * any agency when there is a need 
involving the expenditure of public funds that involves a doubtful 
question of law, and once that aaa is rendered it is binding on the 
Comptroller General and the General Accounting Office in passing on 
the accounts. In other words, the Congress wisely in 1921 provided 
a method whereby these questions would not arise later, and where 
there was a serious legal question it should and properly would have 
been concluded prior to the action of November 4. 

The General Counsel said he would take my suggestion up with the 
Chairman. Subsequently, he advised me that in view of certain 
doubts they had as to the jurisdiction of the Comptroller General to 
pass on such a question the Chairman preferred to go ahead and do 
what the Board thought proper and let the Comptroller General report 
the matter to the Congress later if he so elected. 

Shortly after the Board’s decision of November 4, 1952, was issued, 
the Comptroller General addressed letters to the Secretaries of State 
and Treasury requesting their views, as well as certain factual infor- 
mation bearing on the evidence presented to the Maritime Board. 
This was thought not merely desirable but absolutely essential since 
the evidence upon which the allowance was based was wholly ex 
parte, or one sided, in nature. Export Lines presented the only 
testimony at the hearings concerning the foreign exchange aspect. 

I have already referred to and read into the record before this com- 
mittee the pertinent part of the reply from the Assistant Secretary of 
the Treasury. You will remember that he considered the matter of 
currency discounts being granted in 1948 through various kinds of 
‘“‘deals’’—to use his words—as highly speculative possibilities. He 
did, however, indicate a semblance of support for Maritime’s treat- 
ment of the problem—although, of course, he did not consider the 
legal question as to whether the 1936 act permitted such action. 
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Frankly, the reply was somewhat surprising to us because we were 
aware of a somewhat different opinion being expressed by the Treasury 
Department in 1951. 

We have now received a reply dated April 6, 1953, from the Assist- 
ant Secretary of State. If the Chair please, I should like to ask that 
this letter, with its enclosures, be made part of the record here. 

Mr. WercuEL. Without objection, it is so ordered. 

(The documents referred to are as follows: ) 


DEPARTMENT OF STATE, 
Washington, April 6, 1953. 
Hon. Linpsay WARREN, 
Comptroller General of the United States. 

My Dear Mr. Warren: I refer to your letter of December 9, 1952, and to the 
Department’s letters of December 22, 1952, and January 6, 1953, concerning the 
supplemental report of the Federal Maritime Board with regard to the sales prices 
of the steamship Independence and the steamship Constitution. 

Pursuant to your request, the Department on December 22 requested the views 
of the Netherlands Government regarding the possibility that a United States 
shipowner, contracting for passenger vessels in the Netherlands as of August 1948, 
could have obtained substantial concessions from the official exchange rate. A 
copy of an aide memoire submitted by the Netherlands Embassy on December 22, 
1952, was sent to you on January 6, 1953. A copy of a note transmitted to the 
Department by the Netherlands Embassy on March 6, 1953, is enclosed. 

In its note the Netherlands Government discusses the four ways mentioned in 
the course of the proceedings of the Federal Maritime Board in which a United 
States firm, contracting for vessels in the Netherlands in 1948, might have obtained 
an advantage from the currency situation which then existed: (1) use of florins 
purchased at a discount from the official rate, (2) use of transferable sterling pur- 
chased at a discount, (3) savings resulting from the dollar retention scheme, and 
(4) savings resulting from the progress payments made after devaluation. 

With regard to the use of florins purchased at a discount, the note of the Nether- 
lands Government states that ‘‘this would not have been possible at any time.”’ 

The use of transferable sterling would not have been permitted, according to the 
Netherlands Government, as a United States shipowner ‘‘would have been required 
to effect payment in United States dollars only.” 

As regards the dollar retention scheme, you will note that the Embassy states 
that it “was only put in operation during August 1949’ and that ‘‘at this time it 
cannot be surmised whether a facility of this type might have been granted in case 
of a large United States order for ship construction placed during August 1948 
or later,’’ or what the effect would have been on the prices of ships if such a 
facility had been extended. To this the Department might add that, although 
there is reason to believe that this type of facility, i. e., some scheme analogous to 
dollar retention, may have been employed on an ad hoc basis prior to August 1949, 
it has seen no evidence that any such facility was used in connection with the 
building of ships. In this connection it is important to recall that Netherlands 
shipyards, like most European yards at that time, had all the work they could 
handle with the materials available to them; that the Netherlands was striving 
to replace vessels which had been lost or had become obsolescent during the war; 
that vessels built for domestic owners would contribute more to the balance of 
payments, long range, than vessels built for export; and that Netherlands prices 
for ships were already among the lowest in Europe. 

In the view of the Department it would not be reasonable to assume that in the 
foregoing circumstances American buyers could have obtained currency conces- 
sions on ships contracted for in the Netherlands in 1948. The fact that concessions 
may have been obtained in the case of other Netherlands exports is not, in the 
Department’s view, convincing evidence that similar concessions could have been 
obtained in the building of ships. In this connection the Department believes the 
competitive position of the particular Netherlands industry concerned to be the 
most relevant factor. 

This leaves to be considered the fourth point mentioned above, i. e., possible 
savings resulting from progress payments made after devaluation. The compu- 
tations in the supplemental report of the Federal Maritime Board on the esti- 
mated dollar cost of two ships contracted for in the Netherlands in 1948 assume 
that the buyer would have made payments in florins, purchased with dollars, 
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as construction of the ships progressed. The note from the Netherlands Em- 
bassy indicates that such an arrangement might have been made; although an 
American purchaser would have been required to make payment exclusively in 
dollars, the contract price could have been expressed in either florins or dollars. 
The arrangement contemplated by the Federal Maritime Board, being unqualified 
by conditions that place any exchange risk on the buyer, would naturally offer 
decided advantages to a buyer concerned with the possibility of a devaluation 
of the florin. The Department believes, however, that it is relevant to consider 
the attitude of the seller to such an arrangement since he presumably would be 
fully as aware as the buyer of the possibility of a devaluation. 

The Netherlands seller would have a strong preference for a contract expressed 
in dollars, both in order to protect himself against increases in costs that might 
be associated with devaluation and in order to avail himself of the additional 
florin profit that be would derive from such a contract if a devaluation took place. 
As an alternative the seller might accept a contract expressed in florins provided 
it included one or more safeguards for his position. First, he might require an 
escalation clause, which he could consider necessary in any circumstance but 
particularly desirable if he believed devaluation to be a real possibility, since a 
devaluation would not only tend to increase the florin prices of imported materials 
used in ship construction but would in all likelihood also exert upward pressure 
on the prices of the domestic goods and services required. Secondly, he might 
feel justified, when a seller’s market existed for ships and when price anticipations 
in general were affected by the prospect of devaluation, in employing a greater 
profit margin than that normally included in his computations. Finally, he 

light seek agreement on a formula for adjusting the contract price in the event 
of devaluation. The negotiations between buyer and seller might therefore, 
have encompassed several issues related to the possibility of devaluation, and 
their outcome would have depended on the negotiating positions of the parties 
at the time. The Department cannot express a judgment on the probable out- 
come; it suggests, however, that the bargaining position of the seller must be 
given full weight in considering the terms that might have been agreed upon. 

It is noted that the Federal Maritime Board has considered it appropriate to 
adjust the Wilton estimate on the assumption that an escalation clause would 
have been included in a col tract made with Wilton in 1948. However, in cal- 
culating the escalation charges the Board has used the experience of an American 
Shipbuilder rather than an estimate of what the escalation charges would have 
been in terms of Netherlands prices. This method of calculation appears to as- 
sume that increases in the costs of the Netherlands shipbuilder would have been 
the same as those experienced by the American shipbuilder. Since it is the 
Netherlands costs that are relevant, this assumption might well be reexamined 
in the light of data on actual costs and prices in that country, particularly since 
the florin was devalued. 

Sincerely yours, 
Haroup F. LInpeEr, 
Assistant Secretary 
(For the Secretary of State 


Enclosure: Copy of a note from the Netherlands Embassy, dated March 6, 
1953. 

The Netherlands Ambassador presents his compliments to the honorable the 
Secretary of State and has the honor to inform the latter as follows with respect 
to the comments requested by the Comptroller General of the United States with 
regard to the possibility that a United States shipowner contracting for foreign 
vessels in the Netherlands as of August 1948 could have obtained concessions from 
the official rate of exchange. As a case in point a contract negotiated by Mr. 
Manuel Kulukundis was cited. 

The Kulukundis contract was negotiated between the Nederlandse Dok- 
Scheepsbouwmaatschappij and London & Overseas Freighters, Ltd., of London. 
This latter company was known - the Netherlands foreign exchange authorities 
as being part of an international shipping concern with companies in New York, 
London, and other cities and is sometimes referred to as Manuel Kulukundis & 
Associates of London and New York. These authorities did not consider this 
contract as a United States order but rather as an order emanating from a partly 
British, partly otherwise, international concern. Under these circumstances the 
shipyard obtained approval to accept payment of 50 percent in sterling and 50 
percent in United States dollars. In fact, this division between currencies was 
not considered as a part sterling payment for a United States order but rather in 
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reverse as a part dollar payment for an order by an international concern, which 
was also established in the United Kingdom. 





The Secretary of State is no doubt aware of the so-called dollar retention 
scheme which has been in force in the Netherlands as an export inducement means 
since August 1949 and which at the time the Kulukundis contract was placed 


was in force for export sé 





es to the United States. ‘Whereas Dr. van Roijen 
desires to submit some elaboration on this scheme in the second part of this note, 





it may suffice at this point to state that Nederlandse Dok- en Scheepsbouwmaa- 
tschappij requested but was not allowed the benefits of this scheme since the 
Kulukundis contract was not considered as an export to the United States. 
Such benefit was only allowed for a supplemen payment amounting to Hfl. 





25,000 as this payment was fully effected in United States dollars. 








Consequently, the statement made by Mr. Kulukundis as related in a recent 
report from the Federal Maritime Board that an estimated saving of about 
5 percent due to the use of dollar purchased florins was obtained, is not clear 
since the subject contract was not governed by the dollar retention scheme which 

uld indeed under certain circumstances have resulted in a 5 percent savings 
as described Such saving can only have been obtained on the Hfl. 125,000 
supplemental payment. Dr. van Roijen moreover desires to direct Mr. Dulles’ 
attention to the statement made by Mr. Kulukundis related on page 25 of the 
cited report “that 50 percent of the total florin price must be derived from doliar 


exchange at the official rate.’”’ This statement confirms the above that any 
possibility of obtaining a saving in florins by means of a different rate of exchange 
for the United States dollar, directly or indirectly, was excluded. 

As to any savings in the florin purchase price resulting from the 50 percent 
sterling payment the Netherlands Ambassador desires to point out that the 
manner of obtaining sterling necessary for making contractual payments is some- 
thing that falls outside the limits of er and judgment of the Nether- 
lands foreign exchange authorities. It can only be observed that 50 percent of 
the florin purchase price converted at the official rate of exchange was payable in 
sterling and that such amount in sterling was received in so-called Dutch account 
sterling which means that the payment was made by way of the Netherlands 
British Monetary Agreement. From the Netherlands point of view this cannot 
be considered or properly styled as a payment in transferable sterling. 

In any case and in direct answer to the question raised by the Comptroller 
General of ‘the United States, it can be stated that the Kulukundis contract would 
have been fully payable in dollars if the Kulukundis concern had been con- 
sidered as a United States company. In that case any possibility of achieving 
savings in obtaining the necessary amount in sterling would have been excluded, 
since a United States shipowner would have been required to effect payment in 
United States dollars only 

Such a dollar contract, however, would have been governed by the so-called 
dollar retention scheme already referred to above. Under this scheme exporters 
to the United States are allowed to retain 10 percent of the dollar proceeds of 
their sales and to use these retained dollars for the purchase of commodities or 
services abroad. It is known that sometimes these retained dollars are used by 
the exporter to purchase raw materials or machinery for their own industrial or 
agricultural a since no import license would otherwise be issued. On 
the other hand these export dollars are also often used to import commodities of 
a luxury type for resale at home or in foreign oe at high prices providing 
a high profit. This high profit can ultimately be calculated as an expression of 
the rate of conversion trom dollars into guilders for these export dollars. Such 
calculation may show a bookkeeping rate of conversion of approximately 50 
percent higher than the official rate of exchange which implies that a 5 percent 
additional profit was made on the original dollar transaction. Whether the 
exporter, however, passes this additional profit on to the original importer, in 
whole or in part by way of reducing his export price is entirely dependent on 
many circumstances 

In direct response, therefore, to the question raised by the Comptroller General 
of the United States, Dr. van Roijen wishes to observe that it cannot be cate- 
gorically stated that a United States shipowner contracting in the Netherlands 
a automatically have obtained a concession in the purchase price in view of 

he profit to be reaped by the yard as the result of the dollar-retention scheme. 
T his would depend on the desirability or necessity for the yard to pass this profit 
on. Moreover, it is well known that an ample supply of such export dollars tends 
to drive down considerably the profits that can be obtained and it would appear 
reasonable to assume that a large order for the construction of ships would produce 
such ample supply. 
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Since the Comptroller General’s question specifically pertains to the period as 
of August 1948, it may be recalled that the dollar-retention scheme was only put 
in operation during August 1949. At this time it cannot be surmised whether 
a facility of this type might have been granted in case of a large United States 
order for ship construction placed during August 1948 or later, whether such 
facility if extended would have produced a considerable additional profit nor 
whether any such profit would have resulted in a substantial concession to the 
purchaser of the ship. 

The Comptroller General of the United States also raises the question whether 
florins could directly have been obtained at a discount. The Netherlands Am- 
bassador wishes to inform the Secretary of State that this would not have been 
possible at any time. It follows from the above in any case that the question 
whether florins or sterling could have been purchased at a discount directly or 
indirectly is irrelevant in case of a United States shipowner, as the latter would be 
required to effect payment in United States dollars exclusively whether the con- 
tract price is expressed in terms of florins or dollars. This reduces the question 
of substantial concessions to the applicability and financial results of the dollar 
retention scheme which, as follows from the above, is to a large extent a matter 
of conjecture. 

Wasuincton, D.C., March 6, 1953. 

Mr. Casnry. I should like to read one portion of the letter from 
State containing the basic conclusion of the Department: 

In the view of the Department it would not be reasonable to assume that in 
the foregoing circumstances American buyers could have obtained currency 
concessions on ships contracted for in the Netherlands in 1948. The fact that 
concessions may have been obtained in the case of other Netherlands exports is 
not, in the Department’s view, convincing evidence that similar concessions 
could have been obtained in the building of ships. 

| might interrupt there to point out that I think the view of the 
Department of State on this was that while concessions were being 
granted by the Netherlands Government to dollar areas, or may 
have been granted to alleviate unemployment in the Netherlands, 
that there was no unemployment in the shipbuilding industry; and 
that circumstance raises serious question as to whether or not con- 
cessions would have been granted in connection with the construction 
of ships, even though concessions may have been granted to secure 
business for the Netherlands in other lines of industry. 

Mr. Weicueu. Could you read the whole of that letter? Would 
that throw some light on it? 

Mr. Casry. Yes. I think that possibly it would, Mr. Chairman. 

Mr. WercnHet. In other words, would it have been any different 
in 1951? 

Mr. Casny. I should point out that the letter from the Secretary of 
State deals, of course, solely with the evidence of foreign exchange 
conditions in 1948. It does not deal with the question as to whether 
in properly administering the 1936 act, regardless of what the condi- 
tions were in 1948, it would be legally proper to use other than the 
official rate of exchange. 

But, following that line of examination in determining whether 
even if the act should be properly construed as permitting a discount 
for currency, | stated at the last session that the evidence upon which 
the Board based their finding that a 19% percent discount could have 
been obtained, does not in our opinion mect the standard prescribed 
by the law as convincing evidence. 

The Board itself, prior to February 20, 1952, made certain investi- 
gations in order to determine whether American ship operators who 
actually did build ships in 1948, obtained discounts in the exchange 
of currency. 
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The files of the Board contain a report to the effect that three 
large companies all built ships abroad during this period but in no 
case was any currency concession granted or for that matter ever 
discussed. One company even said that an opportunity to buy a 
large block of cheap sterling was made available to it, which would 
have saved the company a million dollars, was turned down because 
the company did not wish to engage in any activity that could in any 
manner be described as the slightest bit off color. 

Mr. Chairman, I would like to pursue that one step further. It is 
not in this prepared statement, but we have before us certain other 
evidence that was available to the Maritime Board. prior to their 
determination of February 20, 1952, which suggests even further 
doubt as to whether the evidence wpon which they based this 19% 
percent concession meets the standards of the 1936 act, which is 
convincing evidence. 

I should like to read into the record from a memorandum dated 
September 14, 1951, from the Chief of the Office of Subsidy and 
Government Aid in the Federal Maritime Administration to the 
Federal Maritime Board. In that memorandum certain questions of 
policy were discussed, which were recognized as having an important 
bearing on the redetermination of the vessels’ prices for the Jnde- 
pendence and Constitution. 

One of the questions that was discussed in this memorandum was 
the foreign exchange aspect of the determination. Originally, how- 
ever, the discussion seemed to be confined to the question as to 
whether it would have been possible, or whether determinations should 
follow the line of assuming that a currency variation clause was 
contained in the original purchase contract between the Government 
and Export Lines. On that question the memorandum reads as follows: 

(d) To summarize the situation, even if foreign exchange speculations on the 
part of the Government and the shipowner were permitted under title V of the 1936 
act, in the sale of vessels by the Government, it is believed that it would be most 
imprudent, if not impossible, for the reasons mentioned above, for the shipowners 
to speculate in foreign exchange in the construction of foreign vessels. Likewise, 
it is believed that the Government could be thoroughly criticized for engaging in 
such practices with respect to the payment of a construction subsidy even if done 
in & prospective manner. Obviously, then, it would seem most unwise to act 
retrospectively, knowing that devaluation will work to the disadvantage of the 
Government in this case. However, be these facts as they may, the most im- 
portant reason for not considering and giving weight to such fluctuations in the 
subject case, is because no consideration was requested nor given by either party 
at the time of the discussions between the Commission and Export in August 1948, 

That memorandum was followed a week later by another memo- 
randum, which more closely touches on the specific question that we 
have raised in connection with this determination. That memo- 
randum was likewise addressed to the Federal Maritime Board from 
the Chief of the Office of Subsidy and Government Aid, dated Sep- 
tember 21, 1951. The purpose of the memorandum was stated as 
follows: 

PURPOSE 

This memorandum supplements my memorandum of September 14, 1951, on 
the same subject and is submitted in compliance with a memorandum dated 
September 18, 1951, addressed to me by the Secretary stating that the Board 
had requested comment on the following supplementary question of fact and 
volicy: 

. “In the redetermination by the Board of the respective vessels’ sales price, 
should the estimated foreign construction cost, in terms of American dollars, be 
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subject to an adjustment because of the disparity existing as of August 10, 1948, 
between the official! governmental exchange rate and the free market rates, in 
terms of dollars, of the foreign currency of the representative shipbuilding center?” 


DISCUSSION 


To reach a conclusion on this point, a complete search has been made of the 
transcripts of the Commission meetings held in August of 1948 on Export’s 
construction-subsidy application, and the factors outlined below have been given 
consideration 

1. Does the record show that any thought was given to this point in the con- 
terences held in 1948 between the former Commission and American Export 
Lines in connection with the application for construction subsidy? 

According to the records, the first consideration was given to this point at the 
Commission meeting of August 4, 1948, and is reflected in an exchange of conver- 
sation on that date between Mr. J. P. Curtin, one of Export’s representatives, and 
Mr. M. T. Morse, then Special Assistant to the Chairman of the Commission. In 
response to a question from Commissioner Mellen, Mr. Curtin stated, in part, “I 
have not heard and I do not know of any openmarket trading in the Dutch 
guilder—any black market in connection therewith.”’ Mr. Morse added, “I 
spent several weeks in Holland 2 years ago, and conditions were then worse there 
than now. ‘There was a slight grey market in spots; but it was well policed. It 
was almost negligible.” Mr. Curtin then continued, ‘I hardly think there is any 
black market in large volume in trading in the guilder being carried on.’’ Mr. 
Curtin’s statement was confirmed in his letter of August 5, 1948, which was trans- 
mitted by letter of the same date from Mr. Slater, Export’s president, with a re- 
quest that it ‘‘be incorporated in the record of the Commission.”” The letter from 
Mr. Curtin stated in part that, ‘‘The guilder is pegged to the dollar. We have 
heard of black-market speculation in the currency but do not know, of our knowl- 
edge, that it is extensive * * * We have thought it unnecessary to engage in 
speculation on the point, however, and have made our conversions at the official 
rate.” 

Apparently then, the company felt that it was impractical to use any rate other 
than the official rate, and, as further evidence that the Commission concurred in 
this feeling, the transcript of the meeting of August 11, 1948, at which time the 
American President Lines case was under consideration, shows that Commissioner 
Mellen, who stated that he had been dealing in foreign exchange problems for 
years, made the following comment: 

“It (the law) charges us with making the determination, but we have explored 
that area very thoroughly so that it doesn’t come to us as a novelty at all. It has 
been cited to us for the last several months from several sources, and in answer to 
the question that I have just directed to you they, all of them, had to dry up with 
their answers, because they know that there are not free anything in volume 
enough to carry on this work and the moment. that you went into this free market 
and tried to acquire value enough, it would automatically go right on up to the 
official rate.” 

Based upon our belief, which was also cited in my memorandum of September 
14, 1951, that the exchange of correspondence between President Truman and the 
former Chairman of the Commission contemplated that the review of this case 
would be made within the framework of the original transaction, and that con- 
sideration would be limited to the tentative understandings between the parties, 
the basic data, the assumptions, and the computations underlying the con- 
struction-differential subsidy it would seem to be contrary to the purpose of the 
review to reopen a question which the parties had discussed, from the standpoint 
of theory and practice, and had agreed, in a legal manner, to exclude from the 
original computation. 

2. If aship-construction contract had been made in Holland in August of 1948, 
would it have called for payment in guilders or dollars? 

Naturally if such a contract were required to be made in dollars, the ‘free 
market’’ question would be ruled out. Advices received from Mr. Klemmer, 
State Department European shipping attaché, and from Mr. Kauffman, shipping 
attaché at the Netherlands Embassy, have indicated that while the Dutch law 
would not require that the transaction be made in dollars, every effort would be 
made to have it so payable. Mr. Klemmer added that while B company’s ship- 
construction contract in Britain called for payment in pounds, and that as a 
consequence B company benefited by the pound’s devaluation, shipping circles 
in England were greatly surprised that the contract did not call for dollar payments 
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to be converted at British banks at the official rate with the shipyard receiving the 
equivalent in pounds. He further stated that although B company benefited by 
devaluation, the resulting increase in British costs advanced the estimated cost 
of each vessel from $3 million to $4 million by application of the escalator clause. 
In any event, B company’s representative bas confirmed to a member of this office 
that the official rate was used throughout this transaction, and that had the 
shipyard made the contract payable in dollars it would have been acceptable to 
his company as they did not anticipate that devaluation would later take place. 

4. Could guilders have been bought at the free rate or in the black market in 
Holland in large quantities? 

Mr. Kauffman stated that while his country is not free of black-market activity, 
transactions of this kind are limited in scope and involve onlv very small amounts 
of money. He added that the penalties imposed by the Government in offenses 
of this type are extremely heavy 

5. Could guilders be bought outside Holland (Switzerland for example) and be 
brought into the country for use in paying the shipyard? 

While the guilders in the free market outside Holland are somewhat more 
plentiful than inside Holland, it has never been shown that they would be available 
in large enough quantities to cover a transaction of this kind. As Commissioner 
Mellen stated, also, if anyone tried to acquire such large quantities in the free 
market the rate would automatically increase. More important, however, Mr. 
Kauffman stated that the importation of guilders into Holland is prohibited; 
that as a further check the Government would require, in connection with such 
ship construction, a statement of the currency transactions involved; and that 
the entire business would be scrutinized before the required export license would 
be issued under which the ship could be taken out of the country. 

6. Would a prudent and responsible businessman attempt to deal in the free 
market in a transaction of this kind? 

This question seems to have been answered above where it was shown that Ex- 
port’s representatives had chosen to disregard the free-market rate. Moreover, 
it is not conceivable to us, especially because of the seriousness of the situation, 
that men like Mr. Slater, Export’s president, Mr. Kinney, its treasurer, and Mr. 
Bay, a director and present United States Ambassador to Norway, would engage 
in such practices or would countenance or ratify any such illegal ac!s their sub- 
ordinates might take along these lines. 

In view of the foregoing comments, the answer to the Board’s question has to 
be that we believe that no cognizance should be taken of the existence and possi- 
bility of the use of a ‘‘free market’’ rate in the determination of a construction- 
differential subsidy. It might be added that the use of such a rate by the Board 
would have the appearance of sanctioning and accepting as sound business prac- 
tice, an act which is prohibited by the laws of other nations. 


As I said before, Mr. Chairman, these several memoranda are de- 
voted solely to the question as to whether as a matter of policy the 
Maritime Board should grant a discount for dollars in the determina- 
tion of a construction subsidy. They were leaving to the general 
counsel to the Board the question as to whether as a matter of law 
such a discount could be granted, even if the evidence were such as to 
require a finding that an American could have secured a discount for 
dollars. 

To continue with my statement, of course, as we have said before, 
evidence that might convince one man will fail to convince another. 
And in these matters it is the Board which must be convinced, not the 
General Accounting Office. I believe that is extremely important, 
Mr. Chairman. I know that the criticism has been levied at the 
General Accounting Office before that we are attempting to substitute 
our judgment for that of the Federal Maritime Board in these matters. 
That is not so. 

However, the 1936 act required that in order to grant a subsidy in 
excess of 33% percent the Board must be in the possession of con- 
vineing evidence. It was intended as a safeguard against administra- 
tive abuse under the 1936 act, and we have consistently taken the 
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position that the language of the statute in that regard should be 
strictly construed and strictly enforced. 

If this were the first occasion where we found the Merchant Marine 
Act twisted out of shape io the benefit of the industry, the situation 
would be serious enough but possibly not so serious a cause for alarm. 
Mr. Warren is as he artily in support of a strong merchant marine as 
any member of the Maritime Board or even any member of this 
committee. He fought for the enactment of this very piece of legis- 
lation as a member of the Congress and of the Merchant Marine and 
Fisheries Committee. It should be borne in mind that the act only 
passed the House by a vote of 194 to 186. Opponents of the bill at 
that time feared the possibility of scandalous administration of the 
subsidy provisions. 

[t is due, in large measure, to the peculiar intimacy Mr. Warren 
has with the background of this legislation that he so condemns 
these efforts to tear down or circumvent the protective barriers in the 
statute. If new legislation is necessary to a strong merchant marine 
and justified from a national viewpoint, Mr. Warren stands ready to 
support it, but he will not condone and will do all in his power to de- 
stroy the everlasting backdoor approach to the problems which has 
characterized the administration of the act almost since the day it 
was enacted. 

Mr. Wercueu. We will have a short recess at this point, gentlemen. 

(Whereupon a recess was had.) 

Mr. Weicue.. The meeting will please come to order. 

With reference to the report you referred to on page 4, did you 
read the whole report of the Maritime Commission with reference to 
the use of devaluated currency along with those ships of Alcoa? 

Mr. Casny. Is that on page 5? 

Mr. Weicuex. Yes. Did you read all of this report? 

Mr. Casry. No, sir. I don’t think I did. 

Mr. Wetcue.. Would that throw some light on it so that they could 
ask pons questions on it? 

Mr. Casey. Yes, sir. 

y hi is the memorandum or report dated October 23, 1951, from the 
security officer of the Federal Maritime Administration, addressed to 
the Chairman of the Federal Maritime Board. It reads as follows: 

Reference is made to the memorandum report of the undersigned dated October 
15, 1951, in the above styled subject matter. The present memorandum sets 
forth additional investigation with respect to the position taken by American 
Export Lines, Inc., that in 1948 an American shipbuilder entering into a ship 
construction contract in a foreign shipyard could have received important mone- 
tary concessions or price reduction by payment in dollars in view of the dollar 
shortage in the foreign countries. 

From the records of the Maritime Administration it was noted that A company, 
during the period 1947-50, had constructed 7 tankers in the United Kingdom and 
3 tankers in Belgium. An official of this corporation, interviewed on October 19, 
1951, advised that the seven tankers constructed in the United Kingdom ship- 
yards, were all expressed in pounds sterling and not in dollars. He stated that he 
had participated in the negotiations with respect to the construction of these 
tankers, and could state that there was no discussion of monetary concessions or 
price reductions to the corporation for dollar payments. He advised that in 
order to get the British Government’s permission to build the tankers, that the 
corporation had to agree to use dollars to buy additional pounds to meet the 
payment under the construction contracts. In other words, the corporation was 
not allowed to use sterling accounts already in existence to pay for the ships, but 
had to invest dollars to buy additional British currency. He advised that all of 
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the British currency purchased for payments on account of the ship construction 
contrac ts. was obtained through banks at the official rate of exchange. 

This official stated that the three contracts which the company entered into with 
the Belgian shipyard for the construction of three tankers (16,500 tons each) was 
expressed in Belgian francs and not in dollars. He added that here again there 
were no discussions of any monetary concessions or price reduction on these 
tankers for payment in dollars. He advised that the Ministry of Finance of 
3elgium was not as strict as the Ministry of Finance of Great Britain, and that the 
corporation was not required to pledge the use of dollars to buy additional Belgian 
francs. In other words, the corporation could use any Belgian francs that they 
might own to make payments under the tanker construction contracts. He added 
that as a matter of fact, the company did not have a large amount of money in 
Belgian frances, and this currency had to be acquired for dollars as needed in 
connection with the tanker construction program. 

1 he records of the Maritime Administration disclose that B company in 1948 
entered into a contract with a shipyard in the United Kingdom for the construc- 
tion of two vessels. An official of the company, upon interview October 19, 1951, 
advised that he had been sent to England in 1948 for the purpose of negotiating 
the construction of these two vessels He stated that he had sought bids from 
several different shipyards in England and that all quotations had been received 
in pound sterling and not in dollars. 

He added that during his negotiations there were no discussions with respect 
to monetary concessions or price reductions for the use of American dollars as 
payment for the ships. He advised that if the British yard had requested that 
the contract be expressed in dollars, that no objections to this would have been 
raised by his company. He stated that the steamship company purchased 
British pounds at the of micial rate of exchange as needed during the ship construc- 
ti on program. He added that the ships were approximately 60 percent complete 
when devaluation of the pound occurred in September 1949, and that the C ompany 
received a good break by paying 40 percent of the purchase price in pounds ac- 
quired at the reduced official rate. He added that had the shipyard required pay- 
ment in dollars, the contractor and not the company would have gotten the best 
of the deal, but that it did not work out that way. Weber stated that it was 
required that dollars be used to purchase new British currency and that the 
con pany was not allowed to use any existing sterling accounts in connection with 


the ship construction payments. He stated that as payments were due on the 
ore carriers, the steamship cor meee merely instructed their bank in this country 
to credit their account in England with sufficient funds. He said that all of the 


British pounds used in saute t for the ore carriers were purchased at the official 
rate of exchange. 

He informally advised that he knew that there were a considerable number of 
commercial transactions on the so-called free currency market, but that because 
of the strict controls exercised by the British, he did not see how this ‘‘cheap 
money” could be used to fulfill commitments on a ship construction contract, 
and that his company made no attempts to purcahse the required English currency 
at free market rates. 

The records of the Maritime Administration disclose that in 1948 C company 
entered into tanker construction contracts with a British shipyard for the 
construction of two tankers (24,500 tons each). 

An official of the company, interviewed on October 19, 1951, advised that in 
the early part of 1948 he had gone to England to negotiate the contracts for the 
construction of these two tankers. He stated that the contracts were expressed 
in pounds and not in dollars. He added that his corporation did not specifically 
request that the contracts be so worded, and if the shipyard or the British Govern- 
ment had requested that payment be expressed in dollars, the corporation would 
have been glad to comply. He stated that in his negotiations there were no 
discussions with respect to monetary concessions or price reductions in exchange 
for payment in dollars. He added, however, that it was a requirement of the 
British Ministry of Finance to the effect that the corporation could not use 
sterling accounts already in existence for contract payments, but required that 
dollars be used to purchase new currency 

He advised that the corporation finally worked out a concession with the 
British Ministry of Finance whereby 15 percent of the purchase price was allowed 
to be paid from sterling accounts already owned by the corporation. He de- 
scribed these accounts as ‘‘block sterling’ accounts. He stated that he also 
reached an agreement whereby the company was required to pay only 5 percent 
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down upon the signing of the contract in May 1948. He said the corporation g 

a big break because, when the next payment was required, the Briti h currency 
had been devaluated and thus 95 percent of the two construction contracts wert 
paid after devaluatio1 which meant that the pounds were purchased at $2.80 
instead of $4.03 This resulted in a considerable saving to the eorporatior He 


stated that all of the British curreney acquired by the corporation to meet their 
contract payments was obtained at the official rate of exchang: 


He stated that he personally was offered a very large block of British pounds 
at $2.10 a pound after devaluation and that if the corporation had made this pur- 


\ 
chase and used the pounds so acquired on the t¢ 


anker construction contracts, that 
a million dollars savings would have resulted He stated that he put this propo- 
sition up to his home office and they turned it dow: He said that the corpora- 
tion did not wish to engage in any activity that could in any manner be described 
as the slizhtest bit off color 


During the interview his attention was called to the fact that in August 1951, 


there was some publicity to the effect that a subsidiary of his company had entered 
into a contract with the Netherlands Dock & Shipbuilding Co. for the construction 
of 4 super tankers, 2 to be 31,000 tons each and 2 to be 24,650 tons each. He was 
questioned with respect to this construction program and he advised that he 
was not the proper official of the company to speak with authority concerning 
affairs of the subsidiary. He advised informally, however, that the corporation 
had been for sometime endeavoring to consummate this tanker construction 
program in the Netherlands, and that ‘rr much negotiations, the contracts had 
been executed about August 1951 The writer drew from him the fact that 
the company had in the course of their business accumulated a large sum of money 
in Dutch guilders, and that the present construction program of the corporation 
in Holland was intended to utilize these guilders. He was sure that the construe- 
tion of these four super tankers called for payments in guilders, and that arrange- 
ments had been perfected whereby the guilders owned by the corporation at the 
present time could be used to make payments. In other words, dollars did not 
have to be used with which to buy additional guilders to make payments 

An adviser to American Export Lines, Inc., was interviewed on October 19, 
1951, and he stated that Export Lines was still endeavoring to obtain additional 
data on the subject under discussion for submission to the Federal Maritime 
3oard. He did not at this time have any ship-construction contracts wherein 
monetary concessions or price reductions had been obtained through payments 
in dollars. 

Attention is directed to exhibit 8 of the report of October 15, 1951, which is 
a letter from E. B. MeCrohan, Chief, Division of Construction Costs, Maritime 
Administration, to the maritime attaché, The Hague and London, setting forth a 
series of five questions bearing upon the subject matter of this report. On 
October 17, 1951, a reply was received from The Hague, wherein it was reported 
that during the period under review no large ships were contracted for in the 
Netherlands by United States citizens, and that no evidence has been obtained 
that the Netherlands Government or a shipyard in the Netherlands granted any 
monetary concessions to United States citizens or any other foreign citizen in 
connection with the expressing of a ship-construction contract in dollars, or 
other so-called hard currency. 

It was also stated that from an authority of unquestionable reliability it had 
been ascertained that no financial inducements would have been offered to a 
United States citizen in 1948 for the use of United States dollars in the construction 
of two large passenger ships. On October 17, 1951, a communication was received 
from the maritime attaché in London to the effect that his office had no evidence 
of monetary concessions or price reductions for ship-construction contracts 
expressed in dollars. He expressed his personal observation that financial 
advantage might have been derived if ship-construction contracts provided for 
payment in foreign currency and devaluation occurred before such payments were 
completed The maritime attaché in London stated that replies to questions 3, 4, 
and 5 contained in MeCrohan’s letter of October 10, 1951, as they pertain to the 
United Kingdom, would be forthcoming. 

In the reference report of October 15, 1951, there was mentioned the foreign- 
exchange bulletins periodically published by the foreign-exchange brokers, Albert 
De Jong & Co., 37 Wall Street, New York City On October 18, 1951, a copy of 
the De Jong bulletins dating from November 1949 to the present time were 
obtained for reference purposes. Copies of these bulletins are being retained in the 
files of the writer. 
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COMMENTS ON THE INVESTIGATION 


In addition to the comments noted on pages 6 and 7 of the report of October 15, 
1951, the following should be noted: 

1. There were no large ship construction contracts entered into in the Nether- 
lands in 1948 which called for the payment to be made in dollars. 

2. The maritime attaché in The Hague states that he has discussed the problem 
presented by American Export Lines, Inc., with a person of unquestionable 
authority, and has no evidence that the Netherlands Government, or a shipyard 
in that country, granted monetary concessions to United States or other foreign 
citizens in exchange for expressing a contract for ship construction in dollars, or 
other hard currency. 

3. Interviews with persons who negotiated or assisted in negotiations resulting 


in the execution of contracts in the United Kingdom and Belgium for the con- 
struction of 12 tankers and 2 other vessels, disclosed that all of these contracts 
were expressed in the currency of the country constructing the ships, and that 


there had been no discussion pertaining to price reductions or monetary conces- 
sions because of payment in dollars. 

4. The most recent tanker construction program entered into between a United 
States citizen corporation and the Netherlands called for payment in guilders, 
and appears to have been prompted by the possession of the United States 
corporation of & large sum in guilders 

Throughout the reading of this memorandum and my previous 
quotations from it, I have omitted the names of the individuals and 
companies contained in it, since they are not material to the subject 
of my statement. 

Of course, Mr. Chairman, I must add that these momoranda I have 
been reading from were of record in the Maritime Board prior to their 
determination of February 20, 1952, and that their subsequent redeter- 
mination resulting in their report of November 4, 1952, was to the 
effect that while they had no evidence at the time that they rendered 
their decision in February of the existence of large currency discounts 
being granted 

Mr. Wercue.. February 1952? 

Mr. Casry. February 1952. 

That they did obtain evidence that such discounts were being 
granted and that they had now in possession, ‘‘now’’ meaning Novem- 
ber 1952, evidence that convinced them that a discount of 19% percent 
could have been granted. But I do not believe I have to argue that 
the entire record, whether it was before the determination of February 
20, 1952, or afterward, should have been considered by the Board 
in arriving at their latest or their third determination of the subsidy 
on the Export Lines vessels. 

Mr. Wercue.. By the third you mean November 1952? 

Mr. Casry. November 1952, the last one. As I say, in the Board’s 
report of February 1952 they considered this evidence that I have 
been referring to here and in one paragraph summarized their findings 
at that time as follows: 

On this state of the record and in the absence of a showing of concessions based 
on the disparity between the official and the free rates of exchange in known 
contracts with Western European yards, and with only unsupported statements 
by certain bankers and by Export’s representative that some unidentified United 
States businessmen were obtaining or could obtain such concessions, we are unable 
to make a finding of fact that a price reduction consequent upon such concessions 
could in fact have been obtained by an American purchaser contracting with a 
Netherlands yard in 1948. 

We must mention in passing that even if such a concession would have been 
obtained, the amount itself would have been a matter of conjecture only. It 
follows, therefore, that our redetermination of the estimated foreign cost of these 
ships must be made without adjustment for any disparity between the official 
and the free rate 
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I feel also—and again I must continually point out that I am 
speaking now only about the question of whether there was convincing 
evidence that warranted a finding that 19'%-percent discount would 
have been available—and I am passing over for the minute the legal 
question as to whether they could have granted such a concession 
even if they had convincing evidence—but the evidence that was 
presented to the Board in the interim between the time they wrote 
this report and the time they arrived at the determination on Novem- 
ber 4, 1952, consisted of a contract that was submitted by Mr. Kulu- 
kundis, who presumably represented himself as an American purchaser 
of ships who had been granted the concessions by the Netherlands 
Government; and, if so, of course, that evidence was entirely compe- 
tent and pertinent to the issue as to whether or not an American 
building ships in Holland during 1948 could have secured a currency 
discount. 

gut as I pointed out, the last time, the Comptroller General ad- 
dressed letters to the Secretary of State and to the Secretary of the 
Treasury. The letter to the Secretary of State in particular was 
designed to elicit the views of the Netherlands Government on this 
very contract that was introduced in evidence. 

We felt before we took any definite position even on the legal 
aspects of this thing that we should verify ex parte evidence as pre- 
sented by the party in interest in an attempt to influence the Board 
to grant some $7,000,000 more in concessions in connection with the 
purchase of these two vessels. 1 believe that we were entirely sound 
and would have been subject to criticism if we had not gone back 
and asked the Netherlands Government for their views on this 
Kulukundis contract. 

I would like to read at least part of this memorandum which the 
Netherlands Ambassador presented to the Secretary of State, in 
which they explain the circumstances under which the Kulukundis 
contract was executed. It reads as follows: 


} 


TI e Nethe rlar ds An ba ssador presel ts is complimer ts to the Honorable the 
Secretary of State and has the honor to inform the latter as follows with respect 
to the comments requested by the Comptroller General of the United States 
vith regard to the possibility that a United States shipowner contracting for 
orelgzn vessels 1n the Net! erlands as of August 1948 could have obtained con- 
cessions from the official rate of exchange As a case in point a contract negotiated 


by Mr. Manuel Kulukundis was cited. 

The Kulukundis contract was negotiated between the Nederlandse Dok-en 
Scheepsbouwmaatschappij and London and Overseas Freighters, Ltd., of London. 
This latter company was known to the Netherlands foreign exchange authorities 
as being part of an international shipping concern with companies, in New York 
London, and other cities and is sometimes referred to as Manuel Kulukundis and 
Associates of London and New York. These authorities did not consider this 
contract as a United States order but rather as an order emanating from a partly 
British, partly otherwise concern. Under these circumstances the shipyard 
obtained approval to accept payment of 50 percent in sterling and 50 percent in 
United States dollars. In fact, this division between currencies was not considered 
as a part sterling payment for a United States order but rather in reverse as a 
part dollar payment for an order by an international concern, which was also 
established in the United Kingdom 


As I say, I believe that that explanation certainly puts a different 
complexion on the evidence that is referred to in the latest report of 
the Maritime Board as being rather convincing on the question as to 
whether or not an American purchaser could have obtained currency 
concessions in the Netherlands in 1948. I think that the fact is that 
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the Netherlands Government considered that Kulukundis was not a 
United States purchaser of a ship—he was an international operator; 
and wl en he ol livate dG himse If to make a 50-percent payment in dollars 
they felt that they were making the concessions in that respect in the 
sense he didn’t make the whole payment in some other form of 
eurrencey 

I feel also that when the Maritime Board said in February 1952 
that even i they had obtained evidence that currency concessions 
were bDelng eranted the amount of the concession would of course be a 
matter ol conjecture only, to use their words. 

What do they do in November 1952, some 8 or 9 months later? 
They find as a fact based upon evidence deemed convincing to them, 
that currency concessions were being granted. Being in doubt as to 
the amount of concession that they would grant, they used hindsight 
to determine how much advantage overall would have been secured 
by the company if they had paid part of the purchase price prior to 
official devaluation and part of the purchase price after official deval- 

they assume that the Export Lines would 
have been abl to get out ol the Netherlands Government in Aucust 


uaAtlo In other words 


1948 the exact discount that eventually took place over a year later, 
when the official devaluation took place in September 1949, 

I think it is almost contrary to commonsense to think that you are 
going to be able to realize in anticipation the precise discount that 
eventually takes place. As 1 say, these are matters that are not of 
particular concern to us uow in the position that we take, because 
we feel that it was a violation of the parity principles of the act to 
grant any concessions. 

Mr. Weicuet. Based on foreign currency? 

Mr. Casry. Based upon what we figure was something not con- 
tained inthe act. And even if the Congress had considered the matter 
they would not have provided for it in the act. 

[ said in my prepared statement that the letter from the Treasury 
Department indicated a semblance of support for the position of the 
Maritime Board. I believe the last sentence of the letter says: 

Having in mind the difficultv of determining whether discount transactions 
could have taken place under the conditions set forth above, it is the view of this 
Department that the Maritime Board decision should be supported with respect 
to the foreign exchange rate problem based on the first line of reasoning, that is, 
by direct reference to the actual amount and date of devaluation which took place. 

I should point out, I think, that the law specifically says that the 
estimate of foreign construction costs shall be made as of the date the 
construction contract is let. In other words, it is made as of August 
1948. 

As I read the various opinions of the General Counsel of the Mari- 
time Board and of their latest report of November 1952, I believe 
that they have taken the position that that language of the statute 
required that their determination be based upon conditions in August 
1948, even with respect to the foreign currency aspect; and conse- 
quently they were compelled in giving any concessions for currency, to 
the one alternative of the four, and that is, what discount could the 
purchaser have secured abroad for currency in August 1948. 

But of course, this support that the Treasury Department indicates 
for their determination is based upon the first alternative, and that is 
the alternative of permitting the American purchaser to realize what- 
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ever advantage he would have realized, had he made actual progress 
payments for the vessel both before and after devaluation. 

This position, as I say, is somewhat inconsistent in my view with 
information that was furnished to a member of the Maritime staff in 
September 1951 on the question of foreign exchange. 

In that respect I have before me a memorandum dated September 
21, 1951, addressed to Mr. E. B. MeCrohan, Chief, Division of Con- 
struction Costs, Office of Subsidy and Government Aid, Maritime 
Administration, from Mr. George H. Willis, Director, Office of Inter- 
national Finance, Treasury Department, on the subject of construc- 
tion-differential subsidies—foreign exchange. The memorandum reads: 


Reference is made to your memorandum of September 19, 1951, concerning the 
proper exchange rate to be used in calculating the construction-differential subsidy 
to be paid on a ship which for these purposes is assumed to have been built in the 
Netherlands in 1948. It would seem inappropriate to use a rate on the Dutch 
guilder in the Swiss market for the purpose of calculating this construction- 
differential subsidy for the following reasons 

First, the Swiss market in Dutch guilder currency was not of sufficient magni- 
tude to supply an estimated minimum of $30 million within any reasonable period 
of time. Since the quotations of Dutch guilders were not derived from a Dutch 
foreign exchange market, it is P resumed that these foreign markets were supplied 
only with the minor amounts of Dutch guilders representing capital flight or other 
small invisible transactions in the Dutce! ee ee 

Second The fact that quot iinet ant for Du *h guilders on the Swiss market 





is! indication that this is a better ms ark et witl more accurate quotations than a 


} } +} 
imber of other foreign-exchan ighout e world 








Third In order to e Duteh cu f Ider ac 3 irchased abroad 
for the p reha e of a sl p the permissi yn of the exe ange-contro!l authorities was 
equired by Duteh law and the Duteh C;overnment, to our know edge, would not 
have permitted the purchase of a ship with guilders so acquired 

Therefore, it is the opinion of the Treasury Department that the official rate 
of excl ange in effect on = date mentioned in the memorandum of the deral 
Maritime Board is the per one to use 1 ‘alculating tl! ib ly 


I cannot recone ile ths at last paragraph which represented the official 
position of the Treasury Department on September 1951 with the 
last paragraph of their letter of March 9, 1953, which was submitted 
in response to the letter from the ¢ ‘omptroller General after the latest 
determination of the Federal Maritime Board. 

Mr. Wetcuex. Does that complete it? 

Mr. Casry. That completes my statement. 

Mr. Wercuet. Mr. Tollefson. 

Mr. ToLtLterson. No questions 

Mr. Wercue.. Mr. Hart. 

Mr. Allen. 

Mr. Auten. Mr. Casey, it seems to me from your statement that 
there are possibly three objectives on which I am somewhat confused. 
On the one hand, there could have been a deliberate malfeasance 
in office which has brought about a result contrary to the interests 
of the Government. The second possibility wot uld be that the law 
now in effect is a sufficiently good law so that the Maritime Board 
has endeavored to pursue it, but have used bad judgment and have 
obtained a result against the interests of the Government. The third 
would be that the law itself is not in proper form now and there should 
be new legislation. 

It seems to me that you point to each of these three possibilities 
in the statements that you have made, and I was wondering if you 
could clarify the objective you had in mind. 
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Mr. Casny. Well, Mr. Allen, 1 endeavored to state that so far as 
bad faith is concerned I do not say that the Maritime Board exercised 
bad faith in the sense that there was any collusion with industry. 
There were no frauds that would vitiate their determination, that 
at least I know ideas: So far as the law is concerned I have en- 
deavored to point out that so far as the General Accounting Office 
is concerned, if they had adhered to the parity prince iple of the act 
and had not written in by interpretation a provision for granting 
a discount for currency that was never considered by the Congress, 
and which we feel would not have been provided for had it been 
considered, then they would have properly administered the act, 
and the subsicy rate that would have been found would have been 
32.6 percent, and there would have been no question raised by anyone. 

Mr. ALLEN. Does that mean that you believe the law as it now 
stands is a good and sufficient law, but that the Board in endeavoring 
to follow the law has misinterpreted it with a result against the 
interests of the Government? 

Mr. Casry. Mr. Allen, 1 don’t know whether or not by that you 
are going beyond the scope of the particular point we have in question 
here. I mean, the law may need some changes in other respects, but 
so far as this particular foreign-country aspect is concerned, I do not 
believe there is any change in the law necessary. 

Mr. Auuen. I do not see how you reconcile your statement that 
there is no bad faith, or something approaching it, involved, in view 
of your statement which appears on page 6 of the prepared statement 
of yours. At the beginning of the paragraph it says: 

If this were the first occasion where we found the Merchant Marine Act twisted 
out of shape to the benefit of the industry, the situation would be serious enough 
but possibly not so serious a cause for alarm. 

Then you end up with the statement, Mr. Warren will not condone 
and will do all in his power to destroy the everlasting backdoor 
approach to the problems which has characterized the administration 
of the act almost since the day it was enacted. 

It seems to me that those two statements do cast an implication of 
bad faith somewhere along the line, and probably continuously, or it 
seems to me this statement should not have been made in that form, 
if I should venture an opinion. 

Mr. Casry. Perhaps the statement needs some explanation as to 
exactly what we mean by that. We mean by “twisting the act out of 
shape” and by a “backdoor approach to the problem”’ precisely what 
we have seen in the General Accounting Office happen under this act 
time and time again. If there is any room for interpretation, or even 
if there were some problems that there is no room for interpretation on, 
if there is any possible justifiable basis for interpreting the law to the 
benefit of the industry, that has been the interpretation that has been 
accepted time and time again. It isn’t only a question of this particu- 
lar problem. We have had this problem come up time and time again 
with every new administration that has come into the Maritime Ad- 
ministration. Every time a new group te ake s over they come over to 
the Comptroller General’s office and say, “This is a new deal. We 
are going to straighten things out down there. Weare going to adhere 
to the law as it is written.’”’ Before the next problem comes up we 
find the same thing happening again. They interpret the law in a 
way that we feel the Congress would not have written it. 
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The backdoor approach to the problem means that instead of coming 
to the Congress and saying, “This law is not clear in this respect. 
Here is our problem. We think this law needs clarification,” they do 
not want to risk the possibility that their interpretation will be turned 
down. They go ahead and do it anyway. We feel that is a back- 
door approach to the problem. 

Mr. Auten. As [ remember the report of the testimony with regard 
to the exchange concession there was a good deal of evidence from 
someone as to how the exchange concessions could be obtained, but 
I do not remember any reference to procedures that could have been 
classified as illegal acts. Do you believe that in the evidence upon 
which the last decision was based there was a requirement that some 
illegal act be indulged in to obtain the concession? 

Mr. Casry. Mr. Allen, I have talked with the foreign-exchange 
experts in the Treasury, who were the only people in Government | 
knew that were familiar with this problem, as to whether or not any 
concessions could have been granted under either domestic or inter- 
national law, properly. I confess that the answers I have gotten have 
been less than satisfactory and less than clear. They have referred 
to several provisions in the International Monetary Fund Agreement 
which to the ordinary layman, or to the ordinary lawyer, would seem 
to indicate that any concessions off the official rate of exchange would 
at least have been subject to approval by the International Monetary 
Fund. But I have never received an opinion or an answer that is 
categorically that way. 

Now it does raise a question as to whether this is a black-market 
proposition, or whether it is not a black-market proposition. But in 
the final analysis it seems to me that we have to consider, even if we 
concede that the law permitted such discounts, we have got to con- 
sider whether or not the circumstances in 1948 were such that the 
particular government in the foreign ship-building center, would have 
been likely—not only likely, but would be presumed to stand ready to 
grant a currency concession, 

As I say, legally we take the position that that is not a material 
point because we don’t feel that the law permits any concession for 
currency. 

Mr. Aten. The point I am getting at is more whether there was 
in the evidence upon which this determination of the Board was 
based, any procedure for the obtaining of a concession indicated which 
would have been illegal under that law? I am limiting it to some- 
thing that showed in the evidence upon which the Board presumably 
acted; not upon things outside of the record. 

Mr. Casry. No. Of course, when you say “outside of the 
record” the situation was this, Mr. Allen: The Treasury Department 
refused to testify for the record at the time this proceeding was 
going on. There were conversations with the Maritime Board and 
the Treasury Department. They indicated to the Maritime Board 
and to us their views on this thing informally, but didn’t want to 
take any official position on it. So that would be the only place 
that I could imagine any question would have been raised as to the 
international legal aspect of this matter. 

Mr. Atuten. Maybe I do not make myself clear. As I remember 
it, the Board was severely criticized for acting on a previous occasion 
without evidence. Subsequently the matter was opened up and they 
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took evidence. Now the question I want to know is, or what I 
would like answered is, whether the evidence that they took showed 
that an illegal act was required, or whether they based their decision 
on evidence which showed that no illegal act was required to obtain 
the concession on the currency. 

Mr. Casey. I think that I can say that the witnesses that testified, 
one of whom, or all of whom, of course, had been furnished by 
Export—but nowhere in their testimony did they concede that this 
was a violation of law. 

Mr. Auten. Can you tell us whether Export is now in the position 
under its contract where they would have the same rights to rescind, 
which I believe they had before this last determination was made? 

Mr. Casey. Yes, sir. I think so. 

Mr. Auten. They could still redeliver the ships if the Government 
insists on the full payment? 

Mr. Casey. Yes, sir. I think so. 

Mr. Auuen. I believe you stated when vou last testified that the 
matter before us now, or at least such parts as would be determined 
by court action, would be immediately referred to the Attorney 
General. If so, has that been done? 

Mr. Casrny. No, Mr. Allen, that has not been done, and for this 
reason: The Chairman of the Maritime Board asked if I would hold 
that letter up temporarily until the new Secretary of Commerce was 
able to look this matter over rather thoroughly; and indicated that 
before the letter came over they might want to talk to the Comptroller 
General about it. I received his assurance that no payments would 
be made to the American Export Lines until they received our letter, 
or until this matter was completely settled. With that understanding 
the letter is still prepared and on my desk, ready for signature by the 
Comptroller General, but the matter has not gone beyond the position 
it was in when I testified here last 

Mr. Auten. Thank you 

Mr. Weicuet. The only thing about the letter is that it is to 
withhold payments, is it not? 

Mr. Casey. That is right. Only officially advising Maritime to 
send over to the General Accounting Office the vouchers totaling 
$7 million. 

Mr. Weicuet. That is all the action the General Accounting Office 
has taken. They are not taking anything up with the Attorney 
General 

Mr. Casrny. Well, of course 

Mr. Weicuex. All you are doing is asking them to hold up their 
vouchers 

Mr. Casry. That is right 

Mr. Wercnet. And not send them over there. Any other action 
is pending. Isn’t ye correct? 

Ir. Casny. Yes, sir. 

Mr. WricHe! Nir. Bonner 

Mr. Bonner. Mr. Casey, do 1 understand from your testimony 
two things: That the Export Co. could have not secured sufficient 
moneys of this foreign nation to carry out the transaction? I mean, 
below the exchange rate? 

Mr. Casry. That is the question I am raising more or less as a 
secondary question. First that that question is not relevant because 
there was no authority to give them a concession. 
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Mir. Bonner. From your testimony I am led to believe that you 
say that the ‘y could not in some foreign market have purchased with 
dollars sufficient money to have carried out this transaction in the 
Netherlands. 

Mr. Casry. I was reading from memoranda where that opinion 
was expressed by others. 

Mr. Bonner. I am taking your testimony to arrive at my thought 
about it. That is what you meant to convey, is it not? 

Mr. Casry. That is right. Of course, | have no position and don’t 
pretend to be a foreign exchange ouput. 1 don’t know whether or 
not 

Mr. Bonner. From the record of the information you have 
gathered it would tend to show, or that is what you tended to show, 
that it would be impossible to secure the money. Then if the money 
were possible to secure did I understand you to say that the Nether- 
lands Government would not let it be used in this transaction? 

Mr. Casny. That is what the Netherlands Government now says 
for the record. 

Mr. Bonner. At the time the transaction took place did they 
express themselves that way at the time or was that a condition at 
the time? 

Mr. Casry. Of course, the question was not presented to them at 
the time at all because, of course, we were talking about a theoretical 
transaction, and the Netherlands Government would not have been 
involved in this transaction at all because the ships were actually 
going to be built in the United States. But the statement in which 
they expressed themselves for the record is in this memorandum that 
the Netherlands Ambassador presented to the Secretary of State. 

Mr. Bonner. After the contract was made in 1948, then when did 
the question first come up? 

Mr. Casry. Well, after the contract was made in 1948, the first 
time that currency considerations came up was in the redetermination 
that finally culminated in February 1952 

Mr. Bonner. February 1952? 

Mr. Casry. That is nght. 

Mr. Bonner. It was never discussed previous to that time? 

Mr. Casey. I read certain brief mentions that were made by the 
Export representative in 1948 in which he said, ‘Well, I have heard 
that there is a black market but we are going to discount that black 
market. We have made our conversions at the official rate of 
change.” 

Mr. Bonner. And the testimony you read, back during the con- 
sideration of the act in question—the subsidy act—what did that 
tend to show? ‘That is, the testimony of Mr. Welch and Dr. Sirovich, 
and so forth. 

Mr. Casey Mr Bonner, those statements tended to show. or to 
support my view and the view of the General Accounting Office that 
the entire purpose of the Merchant Marine Act of 1936, both in the 
construction and operating subsidy provisions was to place the 
American ship operator on a parity basis with the foreign competitors. 

Mr. Bonner. In those hearings was there any discussion as to the 
ee of ne otis iting currency‘! 

Mr. Casey. No, sir. 

Mr. iain This question that is up now? 
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Mr. Cassy. No, sir, and there was no mention of that. Any men- 
tion that was made of foreign exchange, there was no relationship——— 
Mr. Bonner. In writing the original act, there was no thought in 
Congress about the advantage that might accrue to one using the 
Act for negotiating black-market currency. 
Mr. Casry. I found no reference whatever, Mr. Bonner. 

Mr. Bonner. That is all, Mr. Chairman. 

Mr. Wercueu. Mr. Seely-Brown, Mr. Sheehan, Mr. Mumma, Mr. 
Van Pelt 

Mr. Van Petr. No questions 

Mr. Wercue.. Mr. Norblad, Mr. Osmers, Mr. Wainwright, Mr. 
Clardy, Mr. Ray : 

Mr. Ray. No questions 

Mr. Weicne.. Mr. Mailliard 

Mr. Mariurarp. No questions. 

Mr. Weicsee.. Mr. Dorn, Mr. Garmatz, Mr. Shelley. 

Mr. Sueviey. I would like to ask the question as to when we would 
have the record of this hearing available, because I would like to have 
that before I ask some questions. Will we have Mr. Casey here again 
and how soon will we have the transcript of this hearing available? 

Mr. Wetcue.. We will have him come back tomorrow. 

Mr. SHeuxiey. All right. I will have some questions at that time. 

Mr. Werrcueu. On his other statement, or previous statement made 
here, the galley proofs are here on that. Mr. Robeson, Mr. Keogh, 
Mr. Delaney, Mr. Dies, Mrs. Sullivan, Mr. Thompson. 

Mr. THompson. Yes, Mr. Chairman. I would like to make this 
statement to Mr. Casey, and ask him if in his opinion the statement is 
an accurate one so far as this period of subsidization is concerned. I 
am trying to clear up in my own mind just what the opinion is behind 
the subsidy program. 

The real purpose of subsidies, as I umderstand it, is to equalize the 
cost of ships to United States companies as compared to costs for 
similar ships to their foreign competitors. It seems to me that foreign 
competitors would not normally have dollars with which to gain 
discount advantages. 

Therefore, if such currency discount advantages are allowed to 
United States ship owners, they would actually be getting ships at 
cost lower than similar ships insofar as the cost to the foreign com- 
petitor is concerned Is that true? 

Mr. Casny. That is our position, Mr. Thompson. 

Mr. THompson. Thank you. That is all I wanted to know. 

Mr. Wercuev. Do you have any further questions, Mr. Thompson? 

Mr. THompson. That is all, Mr. Chairman. 

Mr. Weicue.. Mr. Magnuson. 

Mr. Maanuson. No que stions 

Mr. Wetcue.. Mr. O’Neill, Mr. Bartlett. Does any one else have 
any other questions here today? 

[No response. ] 

Mr. Garov. Mr. Chairman, Mr. Casey made so many statements 
that bear careful examination, most of which were self-serving and 
in some instances slightly out of context—as was brought out by 
the questioning, you might have noticed when you asked questions 
on some of his statements it gets a little more complicated than Mr. 
Casey indicated in his original statement. We would like an oppor- 
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tunity to see the transcript and to answer it point by point if it is 
the desire of the committee to have it that w ay. 

Mr. WercHEeL. Whatever the members of the board desire. If 
they want to make a statement on the hearings they certainly may 
do so. 

Mr. Gartov. Very well. We will be prepared with a general state- 
ment tomorrow, but as to a point by point response to Mr. Casey’s 
statement, 1 think we need a little time on that. 

Mr. WercueL. Well, whichever way you want to do it. 

Mr. GarTov. If it is the desire of the committee, tomorrow we will 
make a statement and reserve comment on Mr. Casey’s testimony 
for delivery at some future date, either orally or through a letter. 

Mr. W EICHEL, V ery we ll. We will adjourn 

(By direction of the Chairman the following letters are made a part 
of the record: ) 

FEDERAL MARITIME BoarpD, 
OFFICE OF THE CHAIRMAN, 
Washington 25, D. C., April 21, 195 
Hon. Arvin F. WEICHEL, 
Chairman, Merchant Marine and Fisheries Committee 
House of Re presentati es, Was} ngton 2d, D ( 

My Drar Mr. CuHarrRMAN: I am transmitting herewith 25 copies of the supple- 
mentary report of the Federal Maritime Board in the matter of the review and 
redetermination of the ve - sales prices of the SS. Inde pendence and SS. Const 
tution to American Export Lines, Ine., pursuant to title V of the Merchant Marine 
Act, 1936, as amended 

This report might be helpful to your committee in its consideration of the 
American Export Lines matter. 

pincerel yours, 


A. W. Garov, Chairman 


DERAL MARITIME BOARD 


IN THE MATTER OF THE REVIEW AND REDETERMINATION OF THE VESSEL SALES 
PRICES OF THE SS INDEPENDENCE’ AND SS. “Constitution” TO AMERICAN 
Export Lines, INc., Pursuant Tro TirLte V oF THE MERCHANT MARINE Act, 
1936, AS AMENDED 


Gerald B. Brophy and Carl S. Rowe for American Export Lines, Ine 
Francis T. Greene for the Federal Maritime Board. 


SUPPLEMENTARY REPORT OF rH! BOARD 


Our prior report in this matter, dated February 20, 1952, adopted as the 1948 


' ] : i ahihied 
estimated foreign construction cost of the SS. Jndependence and SS. Cons or 


the estimate of $17,308,000 per vessel, based on a study of the best information 


then available to us and our stafl his estimated foreign cost made in 1952 was 
over $5 million per ship higher than the estimate made by the Maritime Con 

nission in 1948. licated a MStr liffere lal § 1 rate of 27.07 
percent instead of 45 perce origina found \s pre yusly plai 1, Export 
agreed to the redetermination, and further agreed either to accept the redeter 
mined price within a certain time limit and keep the ships at that ice. or to 
reject the redetermined price and return the ships The time it for kixport’s 
definitive action has been extended, although Export indicated that if for ! ) 
an immediate decision it would have to reject the redetermined price In the 
meantime, it asked that the proceedings be reopened to consider additional 
evidence, some of which it has procured in the Netherlands 


\ prehearing conference with Export disclosed that the additional evidence ¢ 
foreign constr ‘tion costs would come from a thoroughly reliable source al 
would bear directly on the issues involved. Some of the witnesses fficers, 
emplovees. or subcontractors of Wilton-Fijenoord (hereinafter called Wilton), a 
large and well-established shipyard of Schiedam, Netherlands, indicated willing 
ness to testifv in the Netherlands, but because of their business responsibilitie 
were unable to appear in the United States Accordingly, we arranged to hear 
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Va ra admitting nabdility t av whetne that vard in 1948 would have 





et willing to enter to a ! t to build the two American ships at the 
S mitted estimate vit} t pr ion for ¢ alation to protect against rising 
ubor and material costs du structior He his vard might have done 
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lhe detailed estimate of Wilton summarized under 12 subdivisions is as follows 
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ibdivision was considered is in turn, and the basis of all figures of 

hoth material and labor were examined and explained. The first schedule cover- 

ii] steel showed 10.500 1 tric tons of steel required, based on Wilton’s 

per for multiple de pa I r ships This quantity estimate varied only 

| eeant fre the quant est te ma bv our staff Che cost of the steel 

: 267.85 I ) t e] Dasi price for 3,690 

Ry nk nnt ae Wilton in April 194 tanker Mitra 

I pri owever. was subject to adjus t for « basic English 

between tl late of contract and the date of delivery in 1949 Docu- 

ted by Wilton showed that the Mitra was under construction from 

Januat 1949 to Dee er 1949, and that the delivery price of this steel was 

' f. 281 per tor Che fference between the contract price of f. 267.85 

und the del eT ric of f. 281 Vas due to adcdljustme { n the British price for 

) SII t old i r be developed, that the Wilton estimate for 

I as not a fixed-pr t ite and that it must, therefore, be considered 

as a timate su’ject to overall ulation, we think it consistent to include the 

f , e Apr LYAR « et pr atl 11 { I after lation, thus 

a\ I caqouple ¢ ilatio ( tl Lee iter TI American bids for the ships 

we hased on April 1948 p1 and American escalation on the Bethlehem costs 

r | I report w 1 a price for hull steel of f. 325 per metrie ton 

( \ obtained for us | \flaritime’s representative in Europe who visited 

‘ ands pvards and reported that that was an average cost 

I er! t official Net rlands Government Industrial Report \ilaand 

rif ga the cost of ship « structior teel at Netherlands shipvards in 1948 

324.97 per tor hich, as we stated in our earlier report, appeared to verify 

our representative’s report However, Wilton’s executives explained that the 

faandschrift atistics were based on the price of all steel used in shipyards, 

} a ng ( lelivery for repair worl well as special and 

sg steel. steel used rd struc s and dryd s, and steel used in 

val ce r o1 These type they explained, are considerably more expensive 

al ‘ } t ahead for ne co! ercial construction where immediate 

I ot imports It appea that e actual cost of new construction 

teel a more accurate figure for our purpose than the average price of shipyard 

el cluding special and quick-delivery steel The time for erecting all steel 

was estimated by Wilton at 110 man-hours per ton. This was based on their 

past experience for passenger ships They explained that this was a higher figure 

SY.48 man-hours per ton required on tanker construction Vitra built 1949 

ind a little lower than 117 man-hours per ton required on the Rijndam which was 
iller passenger ship 

e eost of the other hull steel items was explained by Wilton in detail with 

e estimated weights and cost per ton or kilo and the man-hours necessary for 

fabrication and installatior Their estimate for sternpost propeller brackets and 

rudder was found to be substantially identical with the 1948 estimates of our 

taff. In the case of sheet metal, Wilton estimate of the material cost was over 

2 cx United States currency a pound higher than our estimate. The total Wilton 

f mat of labor and iterial going into the hull steel schedule amounted 

to 8.347 rins 

The remaining 11 subdivisions of the estimate will not be considered in this 

report with the same detail as the hull steel subdivision, although each item 

oing into the various subdivisions was scrutinized by the board and its experts 


and explained by Wilton’s representatives. Under subdivision 2, marked 
Hull outfit.’’ were included estimated costs of derricks, lifeboats, davits, and 





such heavy items as hors and their chains, and such light articles as compasses 


and other nautical inventory The cost of most. of these items was derived from 
purchase records for such items installed on the Rijndam and the Maasdam, 
alt igh the cost of underflooring installed on the steel deck under the linoleum 
or other surface material and the cost of heat and sound insulation was taken 
from subcontractor’s figures The contract of the Wilton yard in acquiring 

feboat davits for the Rijndam and Maasdam showed care t btai tna 
lifeboat davits for the Rijndam a lam showed care to obtain low prices 


neouraging competitior petween British and Netherlands suppliers. The 
costs thus incurred in constructing the Netherlands ships were refiected in Wilton’s 
t us. Due to incomplete bidding information furnished to 
them on lifeboats, the Wilton estimate for this item was based on steel and not 
aluminum construction as specified, and, therefore, requires adjustment upward. 
‘he items under subdivision 3, “‘Carpenter work.’’ were not extensive, covering 

the cost of Oregon pine and teak deck lumber, and the processing of this limber 
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nto de and deck margin planks. They also included the constructio1 
of wood s, hold ceilings, and wooden gratings throughout the ship 
Next | steel, subdivision No. 4, Joiner’s work ’ involved the greatest 
cost, showing 5,567,500 florins for material and for labor Under 
this subdivision was included the construc yn 1 passe er 
and crew accommodati , proof marinite for 
partitions was specified rican manufacture 
ind Wilton’s estir \merican product 
ith trans-Atlantic fre s estimators selected pical 
cabins, estimated the and from these built up the 
ist of erecting and ce } ie sleeping accommodations on 
he ship The estimator’s record showed in detail the numbe if piece f furni- 
ire in each room and the cost of materials entering into eacl In all 690,000 
hours of joiner’s work was included under this schedule for installations made by 
Wilton In addition, this schedule included the lump sum charge of the sub- 
contractor De Nijs for material and labor in installing and furnishir the public 
rooms, swimming pool und other areas not installed by Wilton Myr De Nijs 
1 and furnished the public rooms on the Rijndam and Maasdan 
d also a large part of similar work on the Os/ofjord, ec tructed at 
f n the Netherlands in 1948, and | re litioning of the Nv l 
1mesterda During the last 21 montl Mr. De Nijs showed that he had com- 
pleted 4,500,000 florins worth of ship joiner and decora r work He furnished 
vorksheets showing the area if the floor und cubie capac eacl i the put 
rooms ¢ hich his estimates were based 
The largest single subdivision of the estimate was No. 12 for supplying and 
installing the propelling machinery and auxiliaries For this the material esti 
mate was 9,010,000 florins, with a labor cost of 1,881,000 florins. The detailed 
‘ mate is explained | Mr. Ster| ul he chief e1 eer of Wilton and wl 
il responsible for its engineering estimatir depar ent Mr. Sterkmat 
( lained that his company had not in 1948 nor since the war ec tructed turbine 
nes, but view of the requirement for 4 large engines f these ships hi 
pany ! ht ell ha ndertake the constructior f these turbines, } nting 
it Wilton had a time of our vis the vard the ¢ icti of turbine 
for 7 ships eir shops Mr. Sterkmar ated that he was able to obtain fron 
De Schelde shipvards, another large D neern, ¢ mates which that yard 
made in 1948 for the construction of turbines for a sistership for the Nia 
imsterdan He said that his company would have made the turbines as cheaply 
as De Schelde because the Wilton shipyards were n Mr. Sterkman’s opinion, 
at least as efficient as the De Schelde vards In anv event, the De Schelde 1948 
bid was broken down and refigured for turbines of the ze required for the 
independence and Constitution item the Le Schelde estimate 
was eliminated, inasmuch as, had Wilton constructed the turbine their profit 
them would have been included i e overall 6 percent charge on the cost 
f the entire ship Mr. Sterkman pointed out that his plant was not equipped 
to build reduction gears, and these could have beet er and better 
1948 in England or Switzerland Mr. Sterkman not only examined the pla 
and specifications of the Independence and Constitution, but inspected the Cor 


on, and all estimating was done with the requirement of hi 


igh temperature 
and high steam pressure set forth in the specifications and all in accordance 


vith the American Bureau of Shipping requirements. The cost of shafting 
was calculated from the weight and labor required. Two 4-blade bronze pr 

pellers were included and 2 spares at the price of 60,000 florins each, which the 
supplier Lips quoted for 1948. The specifications called for only one spare for 
each ship, and this has been taken into account in the computation hereinafter 
et forth As to boilers, Mr. Sterkman supplied quotations from Stork, the 


Netherlands licensee of Babcock & Wilcox, for supplying boilers identical to 
those on the Export ships at a price of 1,500,000 florins per ship Three competi- 
ablish the 1948 price of the burners for the boilers, 


t 


tive bids were obtair ed to ests 
the lowest price for burners being 235,000 florins per ship. Similarly Wilton’s 
estimates for auxiliaries were examined, and it was learned that Wilton planned 
to purchase all auxiliaries from recognized manufacturers In part Wilton had 
obtained the 1948 prices on these auxiliaries, and in part the 1952 prices, which 
were adjusted to give effect to the change in price level between 1952 and 1948, 
Similarly the cost of generators and other equipment connected with the engine- 
room was presented, with supporting figures showing careful estimate of the cost 


of material and amount of labor necessary for installatior 
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s ind | Plumbe WO! and ‘Special items as 
cla nca al isureme S gy and lau cl ing expenses 
1 4 rial trips were explair n detail 
( \ Deck auxiliaries neluding steering engine, wind- 
itertls 1OK and elevators ere explained, and it 
4 as is the equipment under subdivision 
4 4 | rchased i oO u similar equip 
g uti r bmit und explained by Wilton’s 
I 1 a i edul O rank] tated that they 
p carg and im ire was included 
! f ( | W ( for elevators was developed 
101 ts 1 j he A lesigned to lift about 
S ea Export ators had a capacity of 2,900 pounds 
B \ ( ite and estimate of our staff were based on elevators 
) | itor ¢ cens Wilto ota 
IU 8 LI i ( ra i re 
I i i oO pI I sid 
c ‘ fl i 
= I uA i 
i - | ra Lia 
nar er rooms and ( 
hed r ' era l 1 
ute f ( issu 1 it was t ( Ip} 
f f Geb un S 4 rlands pres a 
\ 1 \ Sip] ( f explained | experience in air-conditioning 
other vessels built in Holland, and supplied detailed 1948 prices on marine air 
‘ litio achinery and equipmer furnished, for the most part, from the 
Car Cory] \Ir. Sipkes pointed t that his calculations had been based on 
eXxa ation of plans and specifications and examination of both the 
I nde e and the Const ”? hile n Ita Added to t estimate 
‘ r. 5S ( firm for 1a r ar naterial of 10 percent for subcon 
tractor’s profit \ir. Sipkes said that his firm could readily have done the work 
n the two Export ships and in 1948 would have welcomed a contract at the price 


} 


Similarly Mr. Nagelkerke supplied to Wilton an estimate for supplying and 
i ed by subdivision 10 
Mr. Nagelkerke’s overall figure was Flo 


ailing all Ul electrical equipment oO the ship cove 
rins 

Material 2. 373. 445 
Labor and overhead 500. 000 
10 pereent profit 287. 345 


Total 3. 160. 790 


Chis contractor supplied detailed worksheets showing the cost of switchboards, 
unsformers, transmitter nd cables, and all necessary switches, outlets, and 


eve Ul normal lighting fixtur where specially decorative features were not 
I l 1e advantage oO ie expert advice of Mr. H. F. Harvey, Jr., 
th lectrical engineer of the Newport News Shipbuilding & Dry Dock Co., who 
accompanied us to the Netherlands on a special services contract for the particular 
purpose f checking into the equipment contemplated by the Wilton estimate 


and ( of the Wilton vard, or its subcontractors, to install electrical 
‘ ( and in a manner to meet American standards As Mr. Nagel- 
ker expl timate, he was questioned in detail by Mr. Harvey Mr. 





1 Mr. Harvey and, through Mr. Harvey, satisfied us that the 

juipment proposed to be installed under tl} Nagelkerke subcontract, as ¢x- 
pla as is, would meet t United States requirements and standards. Mr. 
F with 





American and ternat il standard rr electrical installations, pointing out 


tha as a member of tl International Committee on Rules for Marine 


I immar t may be said at we felt that the estimates presented by Wilton 
and ibecontractors wer arefully prepared It was stated that the staff of 


the W urd ck ed e 7 weeks preparing the general estimate, and the 
\ estimat er ur topping lift winches than were specified Adjustment will accords 
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subcontractors, in turn, devoted several weeks to their re spective estimates We 
discussed with Wilton and the subcontractors the various items going into the 
estimates, and with increases for certain items (i. e., the cost of elevators, lifeboats, 
and side-port cargo-gear) and reductions for other items also noted (i. e., 1 extra 
propeller and 4 topping winches). We are satisfied that the Wilton estimate, 
subject to certain adjustments to be referred to, represents the fair and reasonable 
estimate of the base cost, before giving effect to escalation, of constructing the 
two Export ships in the Wilton yard in 1948. It has been pointed out already 
that this estimate is not greatly at variance with the estimate presented by our 
staff prior to our February 1952 report, but where differences exist we believe that 
the Wilton estimate is more to be relied upon because its estimates of cost, both 
of material and labor, in substantially all instances were based upon actual 
invoices and transaction prices. Furthermore, the persons presenting the figures 
were not only working in the field of Netherlands costs and practices with which 
they were intimately familiar but were subject to questioning and cross-questioning 
by us and our experts who participated in the review. Due to unusual circum- 
stances which may not again be repeated, the information developed as a result 
of our personal visit to the Netherlands is more reliable than that heretofore 
gathered. As we said at page 57 of our February 1952 report: ‘The staff of the 
former Maritime Commission and the present staff were confronted with the 
fundamental problems of properly evaluating foreign costs, with the handicapping 
knowledg? that the sources of information divulged much of it, if at all, reluctantly 
and usually anonymously.” . 

The Wilton estimate made no deduction for the cost of the four national 
defense features incorporated in the ship’s plans for which the Government pays 
the entire costs, i. e., increased speed; additional evaporator capacity; additional 
generator capacity; and dual enginerooms, all referred to in our February 1952 
report Nor does the Wilton bid take into consideration the cost of certain 
miscellaneous items for the completed ship which are provided by the owner and 
not by the shipyard, such as bidding plans and specifications, owner’s inspection, 
interior decoration, owner’s outfitting of linen, silver, and glassware, etc., referred 
to in our prior report. Adjustments for these items are considered hereafter. 

The information obtained at the Wilton yard showed clearly the extra cost in 
florins for aluminum lifeboats and the deductions that should be made for the 
propeller and topping winches improperly included, The figures which appear 
below do not correspond exactly with those submitted by Wilton because those 
were bare figures of the cost of labor and material without including general 
charges for insurance and overall profit As stated above, the Wilton estimate 
did not include any figure for side-port cargo-gear, and the elevator estimate was 
admittedly low because the type, size, and speed of the elevators and the number 
of decks and doors served were apparently not completely taken into account 
For these two items we have, therefore, reverted to our staff estimate of the 
Netherlands cost of these items. 

Export has argued that additions should not be made to the Wilton estimate, 
except perhaps for the cost of the side-port cargo-gear, because of the fact that 
in a number of other areas Wilton’s figures were said to be on the generous side, 
particularly in use of f. 1.15 per hour instead of f. 1.08 per hour for yard labor 
also because the cost of certain propeller brackets and rudders was based on a 
slightly higher material cost per kilo than was paid by the yard for similar items 
contemporaneously installed on the Rijndam, and because the electrical sub 
contractor’s estimate was based on a slightly different and presumably more 





costly method of installation than was required by the specifications. As to the 
hourly rate of labor, the f. 1.15 rate was consciously included by the Wilton 
estimators as fair and reasonable, and we do not think it should be disturbed As 
to the other items that are said to be on the high side, there is no definite basis i1 


the record for making any deduction. Where a definite basis exists as in the case 
of the extra propeller and extra topping winches, we think the deductions are 
proper and we have riven weight to them. The following table gives our revised 
fair and reasonable estimate of the shipyard cost of constructing each of the two 
Export ships in the Netherlands based on our studies at the Wilton shipyard, all 
expressed in Dutch florins. 

{In florins} 


Wilton-Fijenoord’s estimate for a single ship----------.---------- 41. 306. 403 
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DJUSTMENTS TO WILTON-FIJENOORD ESTIMATI 


ate of extra cost 81. 600 





1952 estimate 156. 490 


st from W-F estimate 503. 300 
1. 041. 390 


Deduct for 1 extra propeller 63. 800 
2 Deduct for 4 topping wi es 26. 700 


90. 500 


3 Net addition to W—F estimate 950. 890 





{ Net W-—F estimate after adjustments 12. 257. 293 
») Deduct for national defense features 3.06 percent! of (4), this 
! the percentage ol { ited States shipyard bid 
$23,415,000, represented by United States estimate for na- 

t il defense feature $715,325 1. 293. 331 

6 Net after nationa lefense deductions 10. 963. 962 
7 ) 1 percent for 2 1m ¢ ate (To cover 2 percent reduc- 

Sow wt 1 ship 109. 639 

R Net sl urd estimate for eacl of 2 ships 10. 554. 323 








As already indicated, we have now heard additional testimony on the question 
of forei exchange Under section 502 (a) of the act the sales price of the Con- 
ym and the Independence by the Government to the purchaser must be “‘at 
rice correspo! ling to the estimated cost, as determined by the Commission’”’ 
and under section 502 (1 The amount of the ‘construction-differential subsidy’ 
ay * * * not exceed the excess of the bid of the shipbuilder * * * over the 
fair and reasonable est ite of co as determined by the Commission, of the 
( ruction of the proposed vessel if it were constructed * * * in a foreign 
shipbuilding center * * * To redetermine the sales price and make the neces- 
ur / parison between tl \ an cost and the foreign estimated cost, we 
1ust convert our estimate fl s so as to be expressed in dollars In our 
earlier report this conversi vas made at the so-called official rate of $0.3775 
without adjustment for disparity between the official and so-called free rate. 
Export takes the position that by reason of the additional evidence now before 
1 t is clear that such a nversion ‘‘does not pl duce a fair and reasonable 






parison of the cost of constructing the ships in the Netherlands and the 
United States.””’ Mr. Slater of sport stated during the course of our August 


to a determination of the fair and 
reasonabie est ate f the « t I nstructing these ships as the price of steel or 


it the purchase of the 
possible approximation to 


ip been built foreign. 








a al 
If Expor a Netherlands shipyard, 
al yul lars at an appreciable dis- 
cou hay, to pro de jor progress 
pa fe ction contracts, it would 
n f ‘ in dollar cost Conse- 
quent { reasonably foreseen and 
turns to the advantage of a pur aser in Export’s supposed position, the Board 

making its redetermination of the vessel sales prices in 1951 may make adjust- 
ment » obta e benefit of potential devaluation which a prudent business- 
ma would or j i ide as of August 1948.”’ | iph Is now supplied. ] 

I 145 the Supreme ¢ I id occasion to consider whether the official or the 
free rate of exchanges } 1 be applied to the British value f goocs imported 


into this country for the pur e of assessing ad valorem duties under the Tariff 
Act of 1930 in the case of B v. United States (324 U. 8S. 83). The Tariff Act 
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required that the value of the foreign currency should under applicable conditions 
be “the buying rate for cable transfers payable in the foreign currency so to be 
converted; and shall be determined by the Federal Reserve Bank of New York 
and certified daily to the Secretary of the Treasury * * *,’ At the outbreak 
of the second World War the British Government took over some control of deal- 
ings in foreign exchange and designated certain authorized dealers in foreign 
surrencies, and prescribed that beginning January 8, 1940, British pounds were to 
be sold by them at the rate of $4.035 When the goods were imported in 1940 the 
Federal Reserve bank certified to the Secretary of the Treasury two rates for the 


pound sterling, one, the official rate at $4.035, and the other, the free rate at $3.475 
The customs assessed duties at the official rate, and this was set aside by the court 
which said, page 90: 

‘“‘We may assume that the dual or multiple exchange rates which have emerged 


were not in contemplation when the 1930 act was passed 
At page 91: 


‘Congress could, of course, choose any standard of valuation, for the purposes 
of the assessment and collection of duties But Congress in this situation en- 
deavored to provide a flexible and realistic, not an arbitrary, standard 7 Se 
The language of section 522 (c) read against the background of these statutes 





indicates to us that Congress undertook to provide in each case the rate which 
gives the closest approximation to the value in dollars of the imported merchandise.” 
{Emphasis supplied. ] 

At page 93: 

“But this result is criticized on the ground that it interferes with the control 
of foreign exchange, which fiscal function has been entrusted to the Secretary 
(of the Treasury) not to the Federal Reserve Bank of New York It hard 
need be pointed out in reply, however, that our decision, like section 522 (e), i 
concerned only with the assessment and collection of duties upon imports thro 

formula which Congress designed.” 


the us¢ 1a mul 

And at page 94: 

“We think that the use of the ‘official’ rate of exchange in assessing and col 
ecting duties upon these imports transcended the authority of the collector and 
of the Secretary and that the ‘free’ rate of exchange certified by the Federal 
Reserve Bank of New York should have been used 

It appears from the opinion in the case cited that in 1940 British pounds were 
quoted and were readily purchasable at the free rate in the New York market 
But as to conditions in 1948, we said (p. 25), based on the only testimony before 
us at the time of our earlier report: 





e were we able to discover any conclusive evidence that substantial 
business transactions were conducted in a manner which avoided the effect of 
arious governmental regulations establishing official rates of exchange.”’ 

e conclusion reached in our prior report to make the conversion from florins 










lars at the official rate was the necessary consequence of the absence of 
substantial and convincing evidence before us at that time justifying the use 
of any other rate. The evidence now before us clearly indicates that the former 
record was by no means complete. In fact we now have evidence indicating 
that substantial business transactions with the Netherlands were conducted at 
| so-called official rate, and that such transactions have involved ship 
‘ } The evidence also makes it clear that the devaluation of Nether- 
lands currency was widely discussed and confidently forecast in this country 
we before August 1948 

The unba 














anced state of trade after World War II and the general shortag: 
of dollars at that time in European countries, especially in England and the 
Netherlands, is a matter of common knowledge In September 1949 both 
countries mentioned, as well as several others, devalued their currencies in terms 
of dollars by about 30 percent The florin before devaluation was officially 
quoted at $0.3775; after devaluation at $0.2631 The record now before u 
consisting of many official Netherlands Government press rele as well a 
the testimony of men experienced in foreign exchange transactions, Makes clear 


several general conditions existing in August 1948 having a very direct effect on 
foreign exchange values 
First, as stated above, there existed in the Netherlands, as in Kurope genera 

a serious dollar shortage Che United States had granted temporary economic 
aid to Europe for several vears after the close of World War II, and in 1948 
Congress entered on a long-term policy of economic assistance to Europea 
countries, including the Netherlands, under the Economic Cooperation Act of 
1948 (ECA). Indeed, as early as April 1948, the Netherlands Minister of Finances 
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in a Government note on foreign exchange, set forth an 8-point program includ- 


in Encouragement of export to the dollar area by every means including a 
an W h will place a certain percentage of the profits in foreign exchange at 
the disposal of exporters 
Ss nd, there was at this time the widespread use of transferable sterling 
credits as a medium of international exchange. By transferable sterling is 
meant credit balances in pounds sterling with London banks in the names of 
nationa f certain non-British countries, including Greece and the Netheriands. 


Under British regulations effective in 1948, these credits were freely transferable 
between nationals of any country in the special group and were also transferable 





to the account of tionals, as might be required for all purposes includ- 
avyinent of debts owing from these countries to British creditors. In 

\ t 1948 transferable sterling was bought and sold in the leading financial 
centers of the world, including New York, in very large quantities at prices that 
ried from day to da We have records of quotations from actual transactions 
in transferable sterling with quotations for every month from August 1948 
through devaluation in September 1949. During this period the prices ranged 
from $3.33 to $3.04 per pound. The going price of $3.33 on August 11, 1948, 


was approximately 18 percent below the official United States-British exchange 
rate for sterling of $4.03. Holders of American dollars needing credits to pay 
balances in florins in Netherlands were able to buy transferable sterling at the 
discount indicated and to convert this into florins at the official British-Nether- 
la exchange rate, thus saving substantially over the cost of converting dollars 
into florins at the official United States-Netherlands rate. In the case of a new 
export transaction involving the Netherlands, it is our understanding that this 
method would require the approval of the Netherlands authorities who controlled 
export licenses or permits for Netherlands products. However, it has been 
impossible for us to determine what their specific decision might then have been 
regarding the financing of a vessel transaction of this sort 

Third, there was all through 1948 and until September 1949 when devaluation 
actually took place, a general opinion among financial experts of all countries 
that adjustments in currency exchange rates were necessary and that such adjust- 
ments were not far off. The Secretary of the Treasury of the United States, 
acting in the capacity of Chairman, International Advisory Council on Inter- 
national Monetary and Financial Problems, in a letter to Hon. John Davis Lodge, 
dated February 10, 1948, stated that before currency rates of the members of the 
International Monetary Fund could be maintained at stable levels from which the 

arket rates of exchange would deviate only within a narrow margin, ‘‘there 
will undoubtedly have to be devaluations of some of the currencies of the countries 
involved in the European recovery program.”’ 

lhe International ‘lonetary Fund in its report dated April 22, 1948, to the 
Economic and Social Council of the United Nations of its study on the problem 
of exchange rates, included among its conclusions the following: 
I re rates in a number of countries will have to be changed in the near 
ause they are interfering with the flow of exports. In some instances a 
change in parity is overdue but has had to be delayed so that other measures may 














be taken at the same time.’ 3 

It was a matter of common knowledge in the spring of 1948 that devaluation 
of the Netherlands florin, as well as the pound sterling to which it was and is 
economically tied, was a clear probability which might well have occurred long 
rior to September 1949 

As above stated, the purpose of the Merchant Marine Act, 1936, is to permit 
the purchase of an American-built ship by an American operator at the closest 
approximation of the actual dollar price which the ship would cost had it been 

lt in a foreign yard. This is our guiding principle in fixing our fair and reason- 
able estimate of the foreign cost, in dollars, of the ships here uuder consideration. 
We are now in possession of evidence which is convincing to us that a buyer with 
dollars in 1948 would have been able to arrange for the construction of vessels 
such as the SS. Constitution and the SS. Independence in the Netherlands at a 
price in dollars substantially below the price which would have been required if 
ie rate in effect during August 1948 had been 





the official dollar-florin exch 

We base our conclusions in this regard upon the entire record in this case, 
including the testimony of Mr. Fred Meer, manager of the foreign exchange 
4 Congr il Record, pt. 9, 80th Cong., 2d sess,, 41095, Feb. 24, 1948, and reported in the 


1 Street Journal, Apr. 30, 1948, 
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department of Hayden, Stone & Co., a well-known private banking firm estab- 
lished in 1892 which has for many years been engaged as principal in foreign 
exchange transactions in New York, and the testimony of Mr. Herbert Mann, a 
London shipping expert whose long-standing relations with the Netherlands ship- 
ping, shipbuilding, and banking interests have been of the closest, and whose firm 
has represented American Export Lines, Inc., since 1932. Our conclusions are 
also supported by testimony of Mr. Manuel Kulukundis, an experienced ship- 
owner and operator, as to actual ship transactions which will be described in 
detail. 

Mr. Meer expressed the opinion that the Netherlands authorities represented 
primarily by the Nederlandsche Bank would have been willing to agree {n August 
1948 to accept dollars for sufficient florins to pay for the construction of the two 
hypothetical ships in a Netherlands shipyard, beginning August 1948, at a dis- 
count agreed to at the time the construction contract was made, of somewhere 
from 15 to 32 percent below the then existing official rate. He felt this discount 
would have been granted because that bank was then offering discounts of that 
order to obtain dollars for its sterling and other soft currency. His opinion was 
based upon exchange transactions either participated in by his firm or the details 
of which were known to him, involving substantial exports from the Netherlands 
to this country in which discounts of the order referred to had in fact been obtained 
by the American importers. Mr. Meer stated that he believed his firm through 
its Netherlands connections would have been able to close such an agreement 
with the Netherlands authorities for the construction of ships in 1948. 

Mr. Mann’s opinion was to the same effect. He pointed to many reasons why 
a large ship-construction contract would have aided the Netherlands economy 
and would have provided strong inducements for substantial exchange concessions 
from the Netherlinds authorities. While Mr. Mann stated that he was not able 
to reveal specifc transactions effected during the period, he was ‘‘well aware of 
the circumstances under which they were arranged.” Mr. Mann expressed the 
opinion that in 1948 a discount between 10 and 25 percent below official rates 
could have been obtained (later estimated by him at from 20 to 25 percent 

Mr. Meer, whose firm had between August 1948 and December 1951 (the 
hypothetical period of construction of the 2 ships in the Netherlands yard) sold 

tha 





over 15 million pounds sterling of transferable credits, also testified as to the 
actual cost of such credits in United States dollars if purchased when the successive 
florin installment payments on the ships had become due. These computations, 


however, even though based on actual transactions in transferable sterling, do 





not take into consideration such conditions, if any, as the Netherlands authorities 
might have imposed for its use in the Netherlands for exportable ships. 


Of more weight than the opinion evidence referred to is the evidence pres¢ nted 
to us of actual arrangements made by buyers from the dollar area for the con- 
struction of ships in the Netherlands for discount florins. Mr. Kulukundis, 
whose officers are in New York, testified that he with certain associates, entered 
into a contract for the construction of a 24,000-dead-weight-ton tanker by a 
leading Netherlands shipyard. This contract was received in evidence, and 
provided for payment of 50 percent of the florin contract price in installments 
during construction, and 50 percent upon delive ry, these tin ing provisions being 
tantamount to partial but substantial interest-free financing and unusually 
favorable to the purchaser. More important was the provision regarding exchange 
as follows: 

‘“‘Payments to be made 50 percent in sterling and 50 percent in dollars. The 
rotation of the currency to be at purchaser’s option.” 

This provision, on its face, is somewhat inconsistent with the contract purchast 


price expressed entirely in florins. Mr. Kulukundis explained this to mean that 
50 percent of the total florin price must be derived from dollar exchange at the 
official rate, and 50 percent from sterling exchange. He further explained that 


his negotiations as to exchange as well as other matters were with the shipyard, 
and that he was told pointblank that unless 50 percent of the cost was provided 
by dollar exchange, no export license would be forthcoming. He continued that 
the yard dealt with its Government to obtain this export license. The permission 
in the contract to use sterling to purchase up to 50 percent of the Netherlands 
currency gave the purchaser the benefit of an exchange discount. Mr. Kulukundis 
testified: 

“Now, in the circumstances, we can go to the market and buy sterling and this, 
of course, we had in mind when we made this contract, that we would be able 
to get the discount on the dollar. I mean our dollar costs in buying the sterling 
in the open market—sterling that would be transferable.” 
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The date of the Kulukundis contract was April 14, 1951, well after devaluation, 
but even after devaluation, British transferable sterling credits were obtainable 

















at a discount below the official rate of $2.80 per pound, although the discount in 
1951 was not nearly as great as in 1948 

Mr. Kulukundis computed that his savings by reason of the exchange discount 

Oo steril Vill amount to about o or 6 percent of the entire cost of the ship. 

He a ‘ ed additional saving of about 5 percent on the ship’s cost due to 

ollar-purchased florins for half the ship’s cost, as well as an additional 

2) to vercent due to the delayed payment of the purchase price ll the fore- 

going applied, of course, to Mr. Kulukundis’ 1951 contract. He explained that 

saving from exchange discount would have been much greater in 1948. He said: 

Che savings would have been much greater because then the price of the 

er, and st g for that matter, was different. The same mechanies worked 

the The imate cost in dollars would have been by so much less, because of 


the cheaper price we would be getting in sterling. 
1 to a contract made by a colleague of his in 1950 
f two tankers in a Dutch yard where the entire price was 


Mr. Kulukundis also referred 
t ri 
paid in florins derived from transferable sterling exchange and even more generous 
1 
i 


construction 





| another ship construction contract made in early 1950 for 
the construction of two 4,000-ton freighters in the Netherlands for Zim Israel 
igation Co. Ltd. were also introduced in evidence in a letter from the managing 
director of that company to Mr. Slater, president of Export It was explained: 
1) Our agreements for the building of 2 ships involved the payment, during 
building, of 50 percent of the price in dollars and 50 percent in florins, the latter 
being provided by a group of Dutch banks by way of loan secured by mortgage. 
‘As far as concerned the dollars we had to provide, it was agreed that we should 
receive a ‘bonus’ and the amount of the ‘bonus’ was fixed in advance. It amounted 
to 14.96 percent over the official rate of exchange in relation to the whole sum of 
dollars transferred by us. The operation was carried out in this way: out of our 
first dollar remittance, sufficient dollars were converted at the ‘free’ rate of ex- 
change to produce the total ‘bonus’ due to us; the balance of our remittance and 
all subsequent remittances were converted at the official rate of exchange.”’ 
* * * a * + * 


b As stated above. 50 percent of the florins were obtained from dollar con- 
versions. The rates of conversion were (i) official rate 3.795 florins per $1 and 
(ii) ‘free’ rate, 6.308 florins per $1.’’ 4 

« ~ c * * * * 

1) The Dutch authorities agreed to the arrangement whereby the ‘bonus’ 
was granted for the dollar conversion, and this of course, played its part in induc- 
ing us to build our ships in Dutch shipyards.” 

The evidence as to the existence of actual contracts permitting ship purchasers, 
even after the 1949 devaluation, to pay dollars for the ships in amounts substan- 
tially less than would have been required had the shipyards’ florin prices been 
converted at the official rate of exchange is substantial corroboration of the opin- 
ions of the experts that similar and even more favorable arrangements could 
have been made in 1948, 

Exchange concessions alone, after devaluation, on the contracts which came to 
our attention, ranged from 5 percent to 7 percent of the entire cost of construc- 
tior Additional concessions also obtained on the same transactions have already 
been referred to What might have been obtained in August 1948 is problemat- 
ical, ng on exchange alone from 10 percent to 32 percent. 
previously stated, transferable sterling available for transfer to the credit 
of Netherlands nationals and by them convertible into florins was purchasable 
in large amounts in August 1948 at a discount of about 18 percent. 

From the foregoing we are convinced, as already stated, that as of August 
1948 substantial concessions from the official dollar florin exchange rate could 
have been obtained, and that no fair and reasonable estimate of the cost of con- 
struction of the Export vessels in a Netherlands vard can be reached without due 
regard to this fact. The practical difficulty that faces us is to determine what 
precise discount would give to the florin its fair and reasonable purchasing value 
for ships constructed in the ‘ in terms of the United States dollar. 

The evidence before us makes it clear that in August 1948 there were such 
obvious warnings of impending devaluation that any prudent businessman would 
have been aware of the folly of converting at once his entire purchase price from 








with estimates runn 








Tact 


4 These rates were in ¢ 1950 well after the September 1949 devaluation. 
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dollars to florins at the official rate to provide for progress payments needed over 
the succeeding 3 years 

Under section 705 of the act the detern ination must be made as of the date of 
the American construction contract (August 1948). The estimates made to us 
of the discount that could have been obtained from the official exchange rate at 
that time vary from 10 percent to 32 percent, but, for reasons already explained, 
we are unable to conclude from that evidence that the fair and reasonable figure 
is at either extreme, or halfway between 

We believe that from the evidence of circumstances that have taken place sine 
oi we can determine with some precision What a fair and reasonable estimate 
of t discount should then have beer 

The concessions obtainable in 1948 gave the basis for estimating the true 
value of the florin, and also gave a fore in 1948 of a value that would in due 
course be officially recognized. By to What actually occurred, as will 
be hereafter explained, we are able ay that an allowance equal to a discount 
of 19! percent from the official August 1948 dollar exchange rate for florins to 
be used for ship construction would have been conservati e, fair, and re asonable, 
and would also have in 1948 produced the total number of florins for ship cor 
struction purposes that the dollars would actually have produced if converted 
when needed for progress payments. 











As to progress payments, we find from the record that the usual requirements 
of the Wilton yard on 2 ships such as we are here considering, if contracted 
for in that vard on August 11, 1948, would have provided that 40 percent of the 
Netherlands price of the first ship would have been payable before the ee 


1949 de valuation date, and 30 percent of the eng of the second s oP would thus 


have been payable before devaluation. Taking both ships together, an average 
of 35 percent of their combined Netherland price would have thus been payable 
before devaluation and 65 percent after devaluation. A purchaser with dollars, 


by the use of usual exchange facilities and without recourse to any special treat- 
ment, would have been able to convert 35 percent of the total florin cost of tl 
two ships at $.3775 to the florin and 65 percent at $.2631 to the florin. His actual 
dollar cost of meeting the shipyard progress payments in the Netherlands of each 
ship, if averaged, would, therefore, have been $12,293,638, representing a dis- 
count of 193% percent as shown below: 


(1) The Netherlands estimate of £40.554.323 converted into dollars 
at the August 1948 official rate os $.3775 florins to the dollar 
amounts to..- u : ; wt $15, 309, 257 
(2) 35 percent of f40.554.323 at $.3775 equals 4 : : 5, 358, 240 
(3 5 percent of £40.554.323 at $.2631 equals - - -- oa 6, 935, 398 
(4) Netherlands estimate converted to dollars as required 
meet progress payments-_. ‘ ds 12, 293, 638 
(5) Difference (1) minus (4) equals- - — : = 3, 015, 619 


(6) Percentage—(5) equals 1942 percent of (1 


It thus appears that an allowance of 19% percent from the 1948 official exchange 
rate produces the number of dollars which would have been required to meet the 
progress payments when they actually would have become due and thus would 
in August 1948 have been a fair and reasonable, as well as an accurate, estimate 
of the total number of dollars needed to make the necessary progress payments to 
the Netherland yard The accuracy, and hence the fairness, of such an estimate 
in August 1948 would have been supported by future events. Of course, we are 
required to make our fair and reasonable estimate of the foreign construction cost, 
including the dollar cost of florins, as of the date of the construction contract, but, 
as developed below, we are not now limited to evidence then available 

As already stated, we have accepted basically the estimate of the 1948 florin 
cost of the vessels from the Wilton yard based on facts and prices now known 
In many details this 1948 florin cost was based on records, indexes, and other 
evidence not in existence in 1948, when and insofar as such evidence was relevant 
to disclose the cost as of 1948 Similarly, we beli it is entirely proper and, in 
this case necessary, to use such — nce as is now in existence to assist us in 
determining the extent of the difference between the 1948 official dollar value of 
ship-purchasing florins and their real value. It is clear that to make a fair and 
reasonable redetermination in 1952 of a determination made in 1948 without the 
use of such evidence would be unrealistic in the extreme. By the use of the 
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recorded actual change in official exchange rates after 1948, we are able to fix a 
fair and reasonable estimate of the realistic dollar value of florins in 1948. 

The “after the fact’’ evidence w we have thus used was, of course, not avail- 
able to the Commission in 1948 nor will similar evidence be available to us in 
making original estimates in the future. What consideration, if any, may be 
given to the whole problem of foreign currency in cases requiring our original 
ination of construc -differential subsidy rates will depend upon the facts 
and evidence available when the cases are presented. 
easonable estimate of the base foreign 

these vessels, less national defense 








We conclude, therefore, that the fair and r 
i f 


shipvard cost before escalation of each o 
features as of August 1948, was $12,293,638 


Wilton s ipplic dno figure as to the Net 1d cost of the following miscellaneous 








items already mentioned We have taken the estimated foreign construction 
cost of these items from our staff estimate (exhibit 23-B) wherein the Netherland 


estimated costs were converted to dollars at the 1948 official rate (1 florin equals 





S775 
Bidding plans and specifications : ‘ $100, 250 
( Inspectior 15, 350 
Interior decorator oo - 122, 750 





10, OOO 


‘ } O he owner’s outfit on the ship (item 
hould be one-half the American cost of $560,000 In support of 


Export has forwarded to us since the hearings, a table showing the 1 








ices of certain glassware and table linen and the 1952 American costs of the same 

















items \ comparison of the 1952 figures show the Belgian cost to be approximately 
one-half the American cost The Belgian cost is supported by two letters of 
Gimble Brothers, Br Belgian prices, and a statement 
of Exporc’s counsel From these, Export argues 
hat forei es outfit is not over 50 percent 
I hat |} ] r act 1aLION § ipplied to us bv the 
E I ved tha \ mi: t in 1948 was sub- 
1 a 100 percent i0uld also point out that the 
total cost to Export of glassware and silverware is not quite one-third of the total 
spent for owner’s outfit Ve ha no possil basis to assume that the ratio on 
O I ns of ow r’s outf 1 be the same as the ratio on silver and linen, 
and ev¢ as to these items ar not 1n a position to be governed by the unsup- 
vorted item l ter hic ire so mucl variance with the information 
leveloped by our staff As stated above, however, the dollar estimates were 
ake from florins converted at the 1948 official rate If, however, the same 
realistic value had bes vyiven tot florin cost of these items which we have used 
for converting Netherland s pvard costs, instead of t 1948 “‘official’’ value, 
their dollar cost would have shown the same 19% percent reduction. It can be 
al 1 that some of these items could have been timed as to the date of purchase 
ind the exchange rate that d apply The same rate for all of these items as 
for the ship as a whole is fait Accordingly, these items will be included in our 
est \ f foreign construction cost at $642,672 to reflect this consideration. 
There remains the question of the cost of extras and escalation to be added to 
the base sale price Under the original contract of sale to Export, the base sale 
price Was ut ject to ad tment for increases or decreases for extras and for 
escalat Export in that contract agreed to pay a percentage of these additional 
cos based | I the Commission’s estimate of foreign cost and 


submitted two bids for the construction of 
7,000, subject to escalation, and (5) an alter- 
bject to escalation. Export argues that any 
ruction cost which we make based on the Wilton 
ars, be compared with the Bethlehem 

hem bid subject to escalation. Export makes 
the Wilton witnesses testified that any estimate 
for us in this case) was never raised by the 

: t j ten lowered in order to get a contract. Export 

l iment in spite of testimony of the directors of the Wilton yard that 
they were unable to say whether their yard in 1948 would have been willing to 
enter into a contract to build the two ships at the submitted estimate without 
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provision for escalation, already referred to. This last-mentioned testimony is 
inconsistent with a conclusion that the Wilton estimate would necessarily have 
been reduced by the directors, and is only consistent with a conclusion that it 
might have been reduced in terms of a basic bid, but might also have been increased 
by the addition of an esc t 
the Wilton estimate which we are using for our 


alation clause. Under the circumstances, we believe tha 
guidance for foreign shipyard 
costs must be compared with the Bethlehem bid subject to escalation 

Che cost of extras chargeable against the SS. Independence is $576,834 and 
the cost of extras chargeable against the SS. Constitution is $630,765. Che 





escalation for labor and material so far chargeable against the SS. Jndependence 
is $1,455,000 5 and so far chargeable against the SS. Constitution is $2,140,000.5 











he following computation may now be made for each ship 
Bethlehem bid subject to escalatior f $23. 415, 000 
Le national defense features (exhibit 23-B 715, 325 
Bethlehem net bid 22 699. 675 
Reestimated foreign shipyard construction cost less national defense 
teatures (base sale price to Export $12, 293, 638 
Ratio foreign cost to United States cost, percent 54. 16 
tate of subsidy, percent ; 45. 84 
SS. “Inde SS. “*¢ tituti 
Foreign shipyard cost 1 $12, 2 $12, 293, 638 
Foreign cost miscellaneous items 642, 672 
Subtotal 2 12, 936, 310 2 12, 936, 310 
Export’s share United States cost of extras (54.16 
percent 312, 413 341, 622 
Export’s share United States cost escalation (54.16 
percent 3 TR8, 02S > 1, 169, 024 
Sales price to Export 14. 036, 751 14, 436, 956 
I y ( S $11,956.28 
32‘ f ( I y 1 ( < O8 OOF f T 
re Feb. 2 2 
I e figur i » confo W i 
CONCI ION 
We, accordingly, modify the conclusions set forth in our report dated Februar 
20, 1952. and, for the reasons herein explained, adopt as the fair and reasonabl 
estimate of the foreign onstruction oO of the SS. Ind ndence and SS. Con- 
stitution, together with Export hare of extras and escalation to date, the 
following 
SS. Indenendence $14, 036, 751 
SS. Constitution 14, 436, 956 
A. J. WruuraMs, Secretary 
NoveMBeER 4, 1952. 
Adm. | L. Cochrane, USN retired, prior to bis resignation as ¢ 
Federal Maritime Board, on October 1, 1952, participated the hearir 
the Federal Maritime Board and in the deliberations of the Board Su t 
to that date Admiral ¢ ra is f 1 ve tluable ad eanda ince 
to the Board in arriving at its conclusio1 and, wl t par patir 
final d yn. he ha 1dvised the Joard i e ¢ l er 


UNITED STateEs DEPARTMENT OF COMMERCE, 
\MIARITIME ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D.C Vay 6, 1953 
Hon. Atvin F. WEICHEL, 
Chairman, Com ittee on Me hant Marine and I he é 
Hou é of Repre entatives, Wash ngton, D ( 


Dear Mr. WeIcHEL: [| h 
to your committee on April 


ive attached hereto response to statements presente d 
1 and 21 by Mr. Ralph Ek. Casey, Associate General 


T ‘ + ") TY vw } 1} +t frorth 
§ The figures for escalation iy be su ] r 
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Counsel, General Accounting Office, in the matter of the sales price of the SS. 
Independence and SS. Constitution 

In view of the importance of this matter and that our response will undoubtedly 
h you and your committee, I respectfully request the 
privilege of presenting my tatement orally. 


raise many questions wit 


A. W. GaTovy, 
Maritime Administrator, 
Chairman, Federal Maritime Board. 


FEDERAL Maritime Boarp, 
OFFICE OF THE CHAIRMAN, 
Washington, D. C. 
Hon. Atvin F. WeEIcHE! 


Chairmar ('o nittee on Me han 


; t Marine and Fisheries 
House of Representatives, Washington, D. C. 

Dear Mr. Wercuet: Last week when I discussed with you over the phone the 
question of my reply before your committee to the testimony given by repre- 
sentatives of the Comptroller General’s office on April 1 and 21, with reference to 
the SS. Independence anc no idea that this week I would 
find myself laid up in the hosp 

lhe doctors have so far tol 





me incapac itate d for an uncertain 
to appear before your committee 





( atter a riting this letter to ask that 
the tatement er date f May 6, being my reply to 

sn 1 and 21, be incorporated in the 
record of your hearings on this 1 requesting that my statement 
on behalf of the Federal Maritime Boar » printed immediately following the 
testimo1 which the representatives of the Comptroller General’s office gave on 
April 21 with reference to the redetermination of the vessel sales prices of these 

vo ships 


A W. GATOV, Chairman. 


STATEMENT OF THE CHAIRMAN, FEDERAL MARITIME Boarp, May 4, 1953, To 
Co [TT ( MERCH MARINE AND FISHERIES, House or REPRE- 
ENTATIVE With REFERENCE TO TESTIMONY OF REPRESENTATIVE OF THE 
COMPTROLLER GENERAL GIVEN APRIL 1 AND 21, 1953 
The representatives of the Comptroller General have challenged before this 
C mittee the legality f tl Federal Maritime Board’s determination of the 
on-differential subsidy to be granted A ca Export Lines in the sale 
of two ships, the SS. Jndepende and SS. Constitution The vessel sales prices 
i re d ed and ively discussed in the supplementary report of 
t Board on this matter dated November 4, 1952, were $14 million per ship in 
round figures. In order to evaluate the way in which the witness for the Comp- 
troller General has omitted to mention before this committee relevant and control- 
ling legislative history and certain critically important items of evidence, it may 
b ynvenient for the committee two have a short summary of the background of 
nis mtrove 


On August 11, 1948, the former Maritime Commission determined the con- 
struction subsidy and agreed with ] xport to se ll it the SS. In lepe ndence and the 
SS. Constitution for the base sales price of $11,956,285 each. Following criticism 
by the Comptroller General and the Hardy committee, and the abolition of the 
former Maritime Commission, the Federal Maritime Board executed the 2 formal 
title V construction subsidy contracts on January 11, 1951. The contract selling 
each ship authorized the Government to redetermine the price of the ship but 
gave Export the right to decline to accept the redetermined price, and in this 
nt to return the ship paying charter hire for the period of its use. After 
jing extensive hearings, the Board, in its initial report dated February 20, 
1952, determined that the foreign cost estimate of these ships, less national defense 
features and before escalation, resulted in a price of $17,308,000 per ship, pro- 
ducing a construction-differential subsidy rate of 27.07 percent. This price was 
based on the Board’s estimate of the 1948 construction cost in the Netherlands. 
In the then absence of evidence convincing to the Board, the price did not contain 
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~ 


any adjustment or allowance to give effect to the wide disparity which existed as 
of August 1948 between the so-called official Netherlands exchange rate of 
guilders/dollars and the exchange rates in the world foreign exchange markets. 
lhe Comptroller General was apparently satisfied with the dollars-and-cents 





] 
result of our first redetermination for he stated in his audit re port for fise 
1951: 

‘“‘We reviewed the staff’s calculation of the revised sales prices of the vessels, 
and it is our opinion that it represents as accurate an estimate of foreign construc- 
tion cost as can be made on the basis of available information Moreover, it 
appeared to us that the staff had made a determined effort to obtain all of the 
information that could be obtained. It is well recognized that it has never been 
possible to make a precise determination of the amount of a construction-differen- 
tial subsidy, and we are inclined to believe that the determination made in this 
case constitutes a ‘fair and reasonable estimate of cost’ within the meaning of 
section 502 (b) of the Merchant Marine Act, 1936, as amended.”’ 

On April 1, 1952, Export advised the Board that if it had to accept or reject the 
ships at the $17,308,000 redetermination base price, it saw no other course but to 


| year 


return the vessels to the Government Export then requested a reopening of the 
hearings in order to present further evidence on the 1948 Netherlands construction 
costs and the then possibility that the sl ips could in fact have been purel ased for 
dollars at substantially less than the nominal dollar price computed at the so-called 
official exchange rate 

In June 1952, hearings on the problem were held before a special subcommittee 
of the House Merchant Marine Committee, composed of Messrs. John F. Shelley, 
chairman, James J. Murphy, Frank Ikard, Alvin F. Weichel, and John J. Allen, Jr 





The Board then agreed to receive additional evidence of 1948 foreign costs This 
was obtained and analyzed in Holland between July 29 and August 8, 1952 
Representatives of GAO actively participated in the hearings at the Wiltor 


} ijenoord S! ip rd in Holland, and there appears to be no controversy as to the 


correctness of the net adjusted shipvard estimate in Netherlands currenevy for each 


ship (excluding national defense features) of 40,55 
10 and 11, 1952, the Board received additional evidence, both oral and documer 
; sith + +} ] 


arv, with respect to the so-called foreign exchange issue. This new evidence 


954,323 guilders On September 


showed that the scanty information which was obtainable by the Board in 1951 


and on which its initial decision of February 1952 was based, was by no means 
complete The substantial additional « ce presented during the reopened 
proceedings convinced the Board that a buver armed with dollars in 1948 would 
in fact have been able to arrange for the construction of vessels such as the SS 
Constitution and the SS Indenendence at a cost in dollars ibstantiallv below the 
dollar price which would result if the so-called official dollar/guilder exchange rat« 
had been applied to the shipyard estimate of each ship of approximat 10.500.000 
ruilde Key ce 1 the amount of tli exchange concessio1 per ta \ ¢ 
unged from a low of 10 percent to as high as 32 percent The Board, utilizing 
after-acquired evidence, including the fact of the 30-percent devaluation which 
occurred in September of 1949, determined on the evidence before it that a dollar 
price i percent less than conversion at the so-c: lled official « xchar e rate con- 
tituted a fair and reasonable estimate of the foreign co ruction ¢ is of August 
1948. This 19%4 percent was used because during the 3-year construction period 
35 percent of the Netherlands cost would have been payable on progress payments 
prior tothe devaluation of August 1949, and 65 percent would have been paid after 
the devaluation which reduced the llder from approximately 37% cents to ap- 
proximately 26% cents United States. Thus, the Netherlands shipyard estimate 


of 40.500.000 guilders had it actually been the basis of a contract made in August 
1948, would, by the time of its completion in 1951, have resulted in an average 





payment per ship of $12,293,638, based upon the progress payment practices of 
the Netherlands sl! ipvard After escalation and other minor adjust { the 
sales price as redetermined in the Board’s supplementary report of November 4, 
1952, was $14,036,751 for the SS. Independence and $14,436,956 for the SS. Con- 
stitution This represents a subsidy rate substantially equivalent to that deter- 
mined by the former Maritime Commission in 1948 By formal addendum to 


the sales contracts, dated December 31, 1952, the Board and Export made these 
sales prices effective 

During the course of the committee hearings on April 1, 1953, Mr. Casey stated 
in substance that the General Accounting Office raised no question as to the 
sufficiency of the evidence to support the Board’s 19} percent foreign exchange 
adjustment. Instead, Mr. Casey then limited his attack on the legality of the 
3oard’s November 4, 1952, redetermination to a point of statutory interpreta- 
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ion. He then asserted that the Merchant Marine Act, 1936, although silent on 
he point, nevertheless precludes any recognition of the fact that there existed 
in 1948, as a matter of common knowledge, a wide disparity between the so-called 
official and the international free exchange rates of guilders/dollars prevailing in 
the world financial markets. Mr. Casey rests this remarkable conclusion upon 
his further assumption that ‘‘the fair and reasonable estimate of cost, as deter- 
mined by the Commission, of the construction of the proposed vessel if it were 
constructed * * * in a foreign shipbuilding center’? means the cost of the hypo- 
thetical ship to the foreign competitor of the American purchaser, not the cost 
of the ship to the American purchaser. 

However, in testimony before the committee on April 21, 1953, Mr. Casey 
changed his position and advanced to a new, flank attack by stating that—‘“‘the 
evidence upon which the Board based their finding that a 19% percent discount 
could have been obtained, does not in our opinion meet the standard prescribed 
by the law as convincing evidence.”’ 

Section 502 (b) of the Merchant Marine Act, 1936, of course, provides: 

“The construction differential approved by the Commission shall not exceed 
33% per centum of the construction cost of the vessel paid by the Commission 
excluding the cost of national-defense features as above provided), except that 
in cases where the Commission possesses convincing evidence that the actual 
differential is greater than that percentage, the Commission May approve an 
allowanee not to exceed 50 per centum of such cost, upon the affirmative vote of 
four members, except as otherwise provided in subsection 201 (a). * * *” 

In the first place, it is necessary to correct any possible impression that the face 
of the statute itself looks toward use of a so-called official rate of exchange, as 
distinguished from any other. The statute is silent on the point. It calls only 
for the making by the Board, and only by the Board, of a “fair and reasonable 
estimate of cost.”’ In this case, of course, it must be based upon convincing evi- 
dence in the possession of the Board. However, no estimate of cost of a foreign 
article can be made for purposes of administration of the statute as it stands 
until it is finally reduced to dollars, and the cost of money with which payment 
is made for a foreign article, be it a ship or a suit of clothes, is a most important 
part of the cost of that article to the American importer. Therefore, there is 
no basis whatsoever in the statutory language itself to support the inferences 
which Mr. Casey’s testimony may have left that the statute prohibits this or any 
other adjustment which, as a matter of common sense and judgment, should be 
made in order to arrive at the end result, i. e., a ‘fair and reasonable estimate of 
cost”’ in terms of dollars 

In the second place, the act places upon the Board the duty to determine the 
“excess of the bid of the shipbuilder’’ over the “estimate of cost’’ in a foreign 
shipbuilding center. The American shipbuilder’s cost is necessarily in dollars. 
The foreign cost is necessarily in the currency of the foreign shipbuilding center. 
The excess of the one over the other can only be obtained after obtaining a common 


> 








denominator, which in this case the Board accomplished by determining the real 
value of guilders in terms of dollars. The real value of the guilder in 1948 is in 
essence the central theme of the entire discussion. 


Mr. Casey’s attack on the Board’s November 4, 1952, determination is made 
notwithstanding the Board followed the same general procedures which it fol- 
lowed in reaching its February 1952 conclusions and upon which the Comptroller 
General had looked with favor. Boiled down to its essentials, Mr. Casey’s 
position is as follows: 

1. The statute prohibits recognition of other than so-called official rates of 
exchange and thus excludes application of any administrative judgment in dealing 
with the realities of foreign currency values 

2. This follows because the statute requires that the amount of the vessel 
sales price under title V be the foreign cost of the ship, if built abroad, to the 
foreign competitor of the American operator, not the cost to the American 


operator if he had his ship built abroad. 

3. Even if these assumptions as to the meaning of the statute be wrong, never- 
theless the Board did not possess ‘‘convincing evidence” that the 1948 dollar 
price of construction in a foreign vard would have been substantiallv less than 


the Netherlands cost in cuilders converted at the 1948 so-called official rate. 

The short answer to these contentions is: (1) The act requires the Board (not 
the General Accounting Office) to make the “fair and reasonable estimate of 
cost’’ of the ships had they been built foreign and nowhere does it mention, 
let alone prohibit, consideration of realistic foreign currency values to the 
extent that they bear on the fairness and reasonableness of such an estimate; 
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(2) the legislative history clearly indicates to us that the ship is to be sold at the 
same cost to the operator as if he built his ship in a foreign yard, not at what 
it might have cost some foreign competitor; and (3) there was ample evidence 
before the Board which convinced it that the SS. Independence and SS. Consti- 
tution could in fact have been constructed in Holland in 1948 for a dollar cost of 
approximately $14 million each including escalation and adjustments. 

First, with respect to the asserted prohibition in the act against considering 
de facto, prevailing currency values. The committee hearings and the floor 
debates on the bill in 1936 show that the impact of foreign exchange problems 
upon the making of the ‘fair and reasonable’’ foreign cost estimate was expressly 
considered by Congress. However, the problem, although recognized by the 
Congress, was not dealt with in the statute and thus was left to be worked out 
in the administration of the act. For exampie, Senator Vandenberg asked the 
question on page 506 of the hearings on S. 2582, 74th Congress, Ist session: 

“How can you strike any figure, with the constant shifting in the international 
yardstick of exchange? How can you get anywhere with it?” 

" Mr. Ira Campbell, a leading proponent of the bill, replied: 

“T cannot answer that, Senator. It is going to be a most difficult problem 

there is no question about that , 





Again, during the hearings on S. 3500, 74th Congress, 2d session, Senator 
Vandenberg commented (p. 81 

“So long as international exchanges are in a flux are not your differentials 
bound to be very much a speculation anyway?” 

The impact of foreign exchange upon the determination of construction sub- 
sidy and the complexities which this factor adds, was used by opponents of t} 
bill during the debate in the Senate on June 25, 1935, as one of the reasons why it 
should not be enacted. In volume 79, Congressional Record, part 9, page 10075 
74th Cong. Ist sess.), Senators Vandenberg and Wheeler argued 

“Mr. VANDENBERG. I call the attention of the Senator to anot 


this particular point. So long as international exchange is a f 


as follows 
er difficulty at 
uctuating item 
there is no way in the world by which we can tell for more than 24 hours whether 
the differential is five million, or eight million, or twenty million d 

“Mr. WHEEL! : 


( 
or that money should become cheap in Germ: 


’f course Suppose the pound sterling should drop tomorrow, 





y, or money should become cheap 
in Japan tomorrow, with the fluctuating currency. 1 submit there is no possible 
way of telling what it will b 
* * i * 

‘Mr, VANDENBERG. So that the Government of the United States will be for 
20 years at the mercy of a construction-differential fixed upon 1 given day, at a 
time when international values are changing overnight. 

“Mr. WHEELER, Of course.”’ 
Mr. VANDENBERG. If we happened to pick the unfortunate moment to make 
contract, we would have simply mortgaged the Treasury for two decades. 
Mr. Wunever. Absolutely, I thoroughly agree with what the Senator says 
vith reference to that. 





the 


* ‘ * + x 


Mr. WuHee ter. There are no safeguards in the bill to protect the Govern- 
ment of the United States. As the Senator from Michigan has pointed out, 
with the fluctuations in the currencies of the world, it is impossible to find out 
what the costs will be tomorrow. 

Mr. Fuercuer. Mr. President, would not that condition obtain at any time 
in our history? If we sit still and do nothing and wait for conditions to be 
stabilized all over the world, we will get nowhere In the meantime, we require 
ships; our commerce and trade and national defense require ships, and there is 
every reason why we must have ships operated under our flag in all parts of the 
world 
* »* x x x * 

“Mr. WHEELER. It is inconceivable to me that any organization or any bureau 
ean possibly find out what it costs the Japanese to operate one of these ship 
between San Francisco and Tokyo, or what they pay to their labor. With coolie 
labor, with depreciated currencies, with all these other things, it is impossible to 
ascertain such costs correctly.”” [Emphasis added.] 

Again, at page 10077, Senator Vandenberg commer ted: 

“T want to add another thought We have discussed the impossibility of 
arriving at a firm differential so long as there is no firm | 


basis of international 
exchange. I call attention that the board, in addition to everything else 
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indeed when it starts this process—has to decide whether the new vessel is neces- 

sary to meet competitive conditions or further to promote the foreign commerce 

of the United States. It has to make that decision at a time when foreign trade 

is just as chaotic as is foreign exchange.”’ 

The questions and answers in committee hearings and the debate on the Senate 
arily require two significant conclusions: 

1) The exchange rate which should properly be applied in converting foreign 
cost estimate into United States dollars was recognized by Congress as a factor 
which had to be taken into consideration in the determination of the amount of 
the construction subsidy; and 

2) The agency administering the statute was going to be faced with a most 
difficult problem in applying that factor, a problem left for administrative solu- 
tion and not answered one way or the other by the Congress even though it rec- 


og! ized its existence. 








The net result of the foregoing, it seems to me, is clear beyond doubt: The statute 
does not prohibit recognition of the real value of foreign currencies to the extent 
that they enter into the development of a fair and reasonable estimate of foreign 


cost On the contrary, the Congress, as shown by the debates and committee 
hearings, expressly left this matter for administrative solution, even over the 
pointed objections of the opponents of the bill. 

Second, Mr. Casey testified that: “It seems to have been well recognized in the 


minds of those passing on the original legislation that the selling price to the 
American operator was to be the approximate cost of the ship to the foreign com- 
petitor, rather than what it would cost for an American operator to build the 
ship abroad.”’ 

Mr. Casey’s only support for this conclusion were some quotations from the 
hearings which led to the 1936 act, which, in general terms, stated that its objec- 
tive was to put the American ship operator on a basis of parity with his foreign 
competitors, insofar as the construction was concerned. I recognize, of course, 
that House Report No. 1277, 74th Congress, stated, ‘‘The construction-differen- 
tial subsidy shall equal the excess of the American cost over the fair and reason- 
able cost to a principal foreign competitor.” 

On the other hand, the legislative history of the 1936 act, as it was originally 
enacted, also contains statements that the construction subsidy was to be based 
on the cost of the vessel, had it been built abroad, to the American operator. 
Thus, the Senate committee report, S. Rept. 1618, 75th Congress, with reference 
to the 1938 amendments, expressly states (p. 9): 

“The present provisions of the act (title V) are designed to make possible the 
construction of vessels in domestic yards at the same cost to the operator as if he 
built his ship in a foreign yard.’’ [Emphasis added.] 

This, of course, reflects testimony of proponents of the legislation, such as 
that of Mr. Haag, Chief, Division of Shipping Research, United States Shipping 
Board Bureau, during the hearings before the House Committee on Merchant 
Marine and Fisheries, in the 74th Congress, Ist session (p. 804): 

“When we place an American on an equality with a foreigner, insofar as the 
cost of the ship is concerned, and the operation of the ship, a great load is taken 
off of the American. And, so far as the ship, and the wages, subsistence, and 
maintenance of that ship are concerned, they are then practically on a parity 
with the foreigner. In other words, what the subsidy should aim to do is to 
match the conditions that would exist if the American shipowner went abroad, 
contracted for his ship there and then placed his ship under a foreign flag.”’ 

Thus, it is not surprising that Senator Copeland, in explaining the bill on the 
floor of the Senate, stated (79 Congressional Record, 74th Cong., Ist session, 
p. 10258 

In other words, what we seek to do in placing our shipowner on a parity with 
his competitors is to make him the same proposition that is open to him if he 
wished to become a foreign steamship company, built his ships in a foreign country 
and operate them under the foreign flag.” 

Additional evidence that whenever the foreign cost was considered in relation 
to who must pay the cost, those concerned with the bill in Congress in substanti- 
ally all cases tied it to cost to the American ship operator, is summarized below: 


Hearings before the Committee on Commerce, United States Senate, 75th Congress, 
rd session, on S. 3078 


Mr. Kennepy. The provisions of the act (title V) for the granting of 
construction-differential subsidies are designed to make possible the construction 
of vessels in domestic yards at the same cost to the operator as if he were permitted 
to take advantage of the lower construction costs in foreign yards’ (p. 18). 
[Emphasis added. ] 
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He rings before the Committee on Commerce and the Committee 
Labor, United States S« nate, 75th Congress, 2d and 3d ? 


1 sessions, on S. 307 Fe 
which proposed amendments to section 502 (b) of the Merchant Marine Act 


7¢ 4) . ’ / r 4} 
1936, as well as to other sections of that act 


7) . 
on Educetion and 


Mr. KeNNEpyY. The provisions of the act (title \ 


; A , are designed to make pos- 
sible the construction of vessels in domestic vards 


at the same cost to the operator 





as if he built his ship in a foreign yard” (p. 19). [Emphasis added.] 

“Mr. Kennepy. You do not lose any money if you go ahead and build the 
ship. You determine very definitely and exactly. When you grant a subsidy 
you are not granting this man any favor. He could build that ship in England 
or anywhere else at the figure he pays here, minus your subsidy. So at the time 
you grant him the construction subsidy you are not doing anvbody any favor 
except yourself. If you were granting him money that made it easier, that would 
be something else. But youare not. He can construct the ship abroad and have 


it fly the foreign flag. You are asking him to fly the Americ flag. But if you 
decide you do not want to pay any operating subsidy, he is no better off to have 
got the ship, because he would have bought the ship at the same price if he had 
built it abroad. So it does not give him anything. The operating subsidy makes 
up the differential in order that you may have the ship flying our own flag’’ 
p. 1184 

When Mr. Casey quoted to this committee certain isolated excerpts from the 
hearings on the original bill, he omitted to point out that section 502 (b) as it then 
stood and prior to its amendment in 1939, predicated subsidy upon ‘‘the fair and 
reasonable estimate of cost, as determined by the Commission, of the construction 
of the proposed vessel if it were constructed under like plans and specifications * * * 
in a principal foreign shipbuilding center which may reasonably be availed of by the 
principal foreign competitors in the service in which the vessel is to be ope rated, and 
which is deemed by the Commission to furnish a fair and representative example 
for the determination of the estimated cost of construction in foreign countries 
of vessels of the type proposed to be constructed.’”’ [Emphasis added.] 

The 1939 amendments, however, deleted reference to foreign competitors and 
thus make completely irrelevant Mr. Casey’s quotations from the prior legislative 
history. This reference to foreign competitors was eliminated because, as stated 
in the report of this committee (H. Rept. 824, 76th Cong, Ist sess.,on H. R. 6746, 
pp. 4-5 

‘Section 6 amends the first sentence of section 502 (b) of the act, which pre- 
scribes the standard whereby the construction differential is to be determined. 
The present sentence requires that the differential basis be ‘a principal foreign 
shipbuilding center which may reasonably be availed of by the principal foreign 
competitors in the service in which the vessel is to be operated * * *’ as well as 
that it be ‘deemed by the Commission to furnish a fair and representative example 
for the determination of the estimated cost of construction in foreign countries of 
vessels of the type proposed to be constructed.’ 

‘Experience has shown that the first of these requirements contemplates a vast 
amount of unproductive speculative analysis. In determining whether a given 
foreign shipyard may reasonably be used by the principal foreign competitors 
operating in a certain trade, the Commission must attempt to determine to what 
extent foreign governmental aids, foreign construction contract terms, facilities 
available in foreign shipyards, and foreign national prejudices, boycotts, and trade 
restrictions might influence each foreign competitor in its choice of a shipyard 

‘‘Many of these considerations are entirely extraneous to the problem of choosing 
a fair and representative example for the determination of the estimated cost of 
construction in foreign countries (the second, and sound, basis of determination 
now prescribed). 

“The object of the Merchant Marine Act is to put our operators on a comparable 
basis with foreign operators. Any foreign operator, unless restricted by national 
policy, in which case he receives concessions by his own government, has available 
to him a worldwide building market. 

“The purpose of the amendment is to eliminate the extraneous administrative 
conjecture now necessary and to approach the problem directly and realistically.” 

The same language is used in Senate Report No. 724, 76th Congress, Ist session, 
accompanying 8. 1960, page 6. 

While it might be contended that neither the statute nor the legislative history 
were completely clear prior to the 1938 amendment, it is obvious that no true 
determination of the excess of the American dollar cost over the Netherlands 
guilder cost can be reached without first finding the value of one in terms of the 
other. It would seem equally clear that no matter what the former doubts may 











60 SUBSIDIES ON “INDEPENDENCE” AND “CONSTITUTION” 


> 


have been prior to 1938, the subsequent legislative record when added to the con- 
emporary history of the 1936 act is such that the Board’s conclusion is the proper 
one. It cannot fairly be labeled as ‘‘a twisting of the act out of shape’”’ or as a 
back-door approach to the problem.”’ This characterization by Mr. Casey is 
completely inconsistent both with his duty to render objective and impartial 
advice to this committee and with his unequivocal statements on April 1 that he is 
convinced that e Board acted in good faith in reaching its conclusions in this 
natter Mr. Casey’s attempt to explain this inconsistency on April 21, in answer 
» a direct question from a member of this committee, explained nothing. 
selling a ship under the construction subsidy provisions of the 1936 act, 
the currency problem must be resolved, whether the proposed ship is considered 
as being built for an American or for any foreigner 
Under the construction-differential subsidy provisions of the 1936 act, the 
Board sells a ship to an American operator. While the 1936 act contains no 
specific provision upon this point, it has necessarily been administered as re- 
quiring a sale to the American operator in dollars. The price at which the ship 
is sold under the statute, however, is the fair and reasonable cost of constructing 








the ship in the foreign shipbuilding center. In collecting foreign cost data, the 

always be obtained initially in units of the foreign currency, in this 

case ¢ ders The estimate 1 cost of cor structing each of the ships ul der dis- 

ission, the SS. /ndepender and the SS. Constitution, less national defense 
features, was 40,554,323 guilders to anybody 


In order for the Board to sell the ships to an American purchaser for dollars, 
it 1s obviously necessar\ for the Be ard to convert 10,554,323 guilders to its 
eq alent in United States dollars This is true whether the ship is considered 
as one built in a foreign country for an American operator or as one built in the 
foreign country for the American operator’s foreign competitor. We can’t sell 
n-built ships for guilders 





the Ameri 
The problem presented by Mr. Casey’s criticism therefore is simply the question 
of the dollar value of the local currency cost of the ship involved—that is, the 
number of guilders which are really equivalent to one United States dollar. 
Stated differently, what rate should be used in converting the 40,554,323 cuilders 
‘stimate’’ in terms of dollars? Finding the 


r and reasonable « 
answer to this question is the duty and responsibility of the Boars 


to reach “a fs 








i which we have 
rged in keeping with t ‘ongressional intent and in light of the realities 
of the situation with which we were faced 

Third: With reference to Mr. Casey’s later challenge on April 21 that the 
Board’s redetermined sales price was not supported by convincing evidence that 
a dollar price less than that resulting from conversion at the 1948 so-called official 
rate was in fact available to an American ship buyer in September 1948, I first 
call attention to Mr. Casey’s own statement on page 62 of the Transcript: 





‘To continue with my statement, of course, as we have said before, evidence 
it might convince one man will fail to convince another. And in these matters 
t 1 the Board which must be onvineed, not the General Accounting Office. 
I believe that is extremely important, Mr. Chairman. I know that the criticism 


has been leveled at the General Accounting Office before that we are attempting to 
substitute our judgment for that of the Federal Maritime Board in these matters. 


In our initial consideration of this matter which resulted in the original report 
of February 1952, there was some evidence, albeit hearsay and opinion in char- 
acter, that major import transactions could and were being effected in 1948 at 





prices below those which would result from use of so-called official conversion 
rates Mr. Casey read only certain excerpts from documents selected to support 
his attack. He omitted a mention of the interviews of our investigator with 


responsible officials of the New York Federal Reserve Bank, the Guaranty Trust 
( _F. Bleibtreu & Co.. National Citv Bank, Bankers Trust Co., and White & 
Weld & Co., all of which, if accepted at face value, would have justified a discount 
from 10 to 20 percent, the general range of estimates made by these experts. 
This evidence would have been clearly brought out had Mr. Casey read all of our 
gator’s memorandum of October 15, 1951, instead of just those insolated 
h suited his purposes. This evidence, however, did not seem to us 
to be sufficient, nor was it then corroborated with the facts of actual transactions 
so as to convince us that such discounts could in fact have then been obtained. 
Consequently, the price in our February 1952 decision was not affected by this 
evidence. 
However, extensive additional evidence was before the Board prior to its 
November $f, 1952, redetermination. This evidence is summarized at pages 





invest 


portions whic 
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P28 « he Board’s report, coy of wl ire ava ull ni rs ol . 
ce mittee 1 hi h i re Tt l it r l hye 4 pa nis re ra | 
Vili NOt restatl the evidence which is ther lmimar! ‘ Dages eX pt tO SAV 
that id before u or 2 days of detailed examinati and « exalinatio 
ot by he Bo ia \iy { Ast repres¢ Ing ti Cr al A oO ting Off 
} ya r ot the toreig é ‘ r arting tof H ( wv |oO., one yf 
\¢ 1 « l re ( NA ra ( es i co | e\p 
Wi l trated O ¢ il) Cll LDStla 2 icurre viva es 
i vere Fulari ta 4 HAsis ‘ 1) 
\ oO! a yr otne iorelg curre ( ( t ! ) r 
1 ) the all of 1 ve i f e us Lac i two a hiy 
i 4 ( transac ] \ 4 ‘ i 
oO vere ( ( O ctl \ pa ent of t rchase 
| r f I ( i \ \ é i Au t ( < T ll 
t { ! ( tract ip t i ) i ca | 
) D ia { uN yu i ( ) i i é 
( ) ( I | ( ol 1 i ol 
oO I i ae Ot co ) pi ( i | 
cor ) ( V e | f A ( i ( ‘ i I ( 
Ml } ) O53 . f ( \ t 
| that ther were 1 etl in 1 field of t atic i 
f ( I ) fore curren s incl i t ider wer ta | - 
( 1a & AISCO t I t yi l ler-dollar ul ( ( ang i 
= ilt I tv Oo O S UI sactions ay ta Like l LG48 ) 
meni ( as: the ! Val DY tl mone- 
ique tor the particular tr isaction in order 
d or authorization by the International 
xception to the rules otherwise applicabl 
il on ( ve do not Deleve it Is possibie 
to come to a conclusion today regarding what might have ppened in 1948 \ 
opinion expressed bv th Diite tuthorities at the preser time would in our 
judgment not be very persuasive, since it is impossible to re-create the atmosphers 
inder which day-to-day decisions were bei 144 vears ago 
rhe letter from the Department of the ’ concludes 
Having in mind the difficulty of determining whether discount transactions 


could hav taken place under the conditions set forth above, it is the view of this 
Department that the Maritime Board decision should be supported with respect 
to the 
by direct reference 
place.” 

submit that the position of that ageneyv of our Government which is expert 


foreign exch 





rate problem based on the first line of reasoning, 


the actual amount and date of the devaluation w 





in and has official cognizanee over international monetary and foreign-exchange 
matters. is entitled to far greater weight than the “‘brushoff’’ so cursorily given 
to it by Mr. Casev 

I recognize quite frankly that there was some evidence and some prior staff 
recommendations based on the partial evidence available to us in the fall and 
vinter of 1951, tending to support the conclusion that little if any discount could 
have been obtained by an American purchaser with dollars in 1948. However, 
I wish to emphasize what Mr. Casey failed to state to this committee and that is 
that there was also a great deal of contrary evidence. This, in our judgment, 
was entitled to greater weight and was convincing to the Board 











Mr. Case\ while n inimis inv the weigent a | covency he evidence before us 
and on wpich we acted, omits anv reference to the decision of the Supreme Court 
in Ba v. United States, discussed at page 18 of the Board’s November 4, 1952, 
supplementary report There the Court was faced with e analogous probien 
of valuing foreign imports in dol ars for purposes of stoms duties at a time wher 
there was both a so-cé -d official and also a free market rate for the pound sterling 
The Court first held at, the objective of the statute was to attal the closest 
approximation to the value in dollars of tne imported merchandise.” Ther 
stat l 

We think that the use of the official rat of exchange in asses g and collecting 
duties upon these imports transcended the authority of the collector and of the 
Secretarv and that the free rate of exchange certified by the Federal Reserve 
Bank of New York should have been us¢ 

In concluding his prepared tats ent Apri 21,M ( asev seer to have gone 
( ¢ f } ( ite i ( | t ep t | j i Mariti soard 





and Maritime Administration, since its inception in 1950, has followed the pattern 
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f twisting tne statute ‘out of shape’’ and alwa to the benefit of the industry 
ke vein was his remark that the Board uses ‘“‘the everlasting backd dor ap- 
roach” to problems of the American merchant marine. “The record ot the Board 
ind the Maritime Ad istratior e 1950 with woich he is fully familiar is a 
mp unswer to this gratuitous 1eundo [ mi ite as a few amples the 














n, reirigera- 
tion, reappraisal ol section 9 adjustments to the extent not previously ‘losed by 
contra ited | I forme Ma l Comm 8) lesi ble features, and 
otn .. 

In conclusion, I conceive that it is the duty of the Federal Maritime Board, as 
ndeed it is the duty General Accour xy Office. to construe where neces- 
sarv. the acts of ( onegr as thev were written and intended, and to do so objec- 
tively and with impartiality Therefore, I was both amazed and disappointed to 
hear Mr. Casey on Apr l and 21 in what I un oO bel * was an attempt to 

id t co tee to be that tl Board had ther wilfully or blindly dis- 
regard the preponderance of the evidence, t plait ing of the statute, and 
1 substantia nanimn ) uF and othe over? ‘ ecommendations Che 
Board in di cl arging ts dut 4 1 to de ‘ide bet yveen con licti ig inferer ces from 
[ evide e mnflicting co leration a 1 honest differences of opi ion. We 
ad olve a complicated and 1 pr yblem of law and tact. We did so in the 
ight f our best understand of the act, its ba round, i objectives, and its 
congressional history We did so only after a careful analysis of all the evidence 
available from credible iret We ily respect thos who i honestly dis- 
agree with our conclusions, but w t have » here? I hope Mr. Casey’s state 
nents have not been a att pt to cr impressi upon this committee 


that this has been a one-sided solution to a one-sided problem, as to which all or 
even the preponderance of the evidence and law is on the side of the Comptroller 
General or that I and my colleague, Mr. Williams, have acted with partiality or 


ick of intellectual integri 





CONGRESS OF THE UNITED STATES 
House OF REPRESENTATIVES 
Washington, D. C., January 2, 1953 

Hon. Epwarp J. Hart, 

Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C 

Dear Mr. CHAIRMAN: Reference is made to the hearings held in June of last 
vear by the Special Subcom l he Redetermination of Vessel Sales 
Prices of the SS. Independ tution, of which I am chairman. 
The special 5-man subcommittee of the Committee on Merchant Marine and 
Fisheries, designated by vou by letter of May 6, 1952, was directed to undertake 





nediate inquiry into certain complex problems which had arisen as the result 
f a report ot the Federal Maritime Board, dated February 20, 1952. The prob- 
lems were such as to place in jeopardy the continued operation of the large new 


passenger liners SS. Independence and SS. Constitution of American Export Lines, 
Ine., with serious conse neces to the American merchant marine and the national 





lefense Prompt action was necessary to determine whether further administra- 
tive action was possible or whether remedial legislation would be necessary betore 
the impending adjournment of Congress on July 7, 1952 : 

I am pleased to report at this time that as a result of the subcommittee’s hear 


ings an administrative solution was found to be available and, I understand, was 
‘onsummated as recently as December 18, 1952, to the satisfaction of the Federal 
Maritime Board and American Export Lines, Inc. 

In view of the then prop sed administrative consideration of the matter, and 
the adjournment of ( ongress soon after the close of the subcommittee’s hearings, 
there was not appropriate opportunity for your subcommittee to submit a formal 
report of its findings and 1ecommendations to the full committee. However, in 
consequence of the matters developed during the hearings, and subsequent events 
g the Independence and Constitution and the related problem of the 
superliner SS. U’nited States ot the United States Lines Co., in my opinion, the 
subject of the subcommittee’s inquiry is of the highest importance. Accordingly, 
[ feel that I should make this informal report thereon to you, stating our findings 
and conclusions with recommendations which should be the subject of careful 
‘consideration in the 83d Congress 


eoncernin 
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URISDICTION OF THE SPECIAL SUBCOMMITTE! 


By letter of May 6, 1952, vou designated a special subcommittee to be composed 
of myself as chairman, and Messrs. James J. Murphy, Frank Ikard, Alvin F 
Weichel, and John J. Allen, Jr., as members 


In your letter you directed that the subcommittee hold such hearings and make 





such inquiry as it might deem necessary or desirable into the matter of the review 
and redetermination by the Federal Maritime Board of the vessel sales prices 
of the SS In lependen and SS. Constitution te Ar } xport Lines Ir 


hereafter called Export) pursuant to title V of the nt Marine Aet, 1936, 


as amended, to determine the need for further administrative action or add 





tional legislation in order to carry out the intent of the act in respect to said 
vessels. You also asked that the special subcommittee consider the need for 





rify the intent and the methods of carrying out th 


intent of the 1936 act with re spect to determinations or constr iection-diff rential 


Sas 1} . ances 
acdaitiona egisiation to Clg 


subsidies and tl nature and cost of national defens atures It was under- 
stood that the subcommittee would commence its inquiry promptly and submit 
a report of its findings and recommendations to the full committee at the earliest 
practicable dat« 


Pursuant to yvour direction your subcommittee commenced a review of the 





background material relating to the problem, and on the iest practicable dates 
after the conclusion of the hearings on the so-called long-range shipping bill (S 


241), publie hearings were held on June 9, 10, 11, 12, 17, and 18, 1952, resulting 





in nearly 400 pages of testimony. During the course of the hearings the sub- 
committee heard testimony from officials of the Maritime Administration, the 
Maritime Board, the General Accounting Office, and American Export Lines, 
Ine In addition, because of the importance of these vessels to the national 
defense, testimony was also heard from top officials of t Department of Defense, 
who could testify to the historica rround which influenced the origina 
decision to contruct the ships and to » current national defense importance of 
the vessels 


lhe inquiry was made by the special subcommittee pursuant to the authorit 
of section 136 of the Le 


“each standing committee of the Senate and House of Representatives sha 


gislative Reorganization Act of 1946 which provides that 


exercise continuous watchfulness of the execution by the administrati, agencies 


concerned of any laws, the subject-matter of which is within the jurisdiction of 
such committees; and, for that purpose, shall study all pertinent reports and 
data submitted to the Congress by the agencies in the executive branch of the 


rHE STATUTE 


The problems considered by the ibecommittee arose out of the Merchant 
Marine Act of 1936, as amended (hereafter called act), which states the policy 
of the United States with regard to the development and maintenance of a 
merchant marine, and among other things provides authority for the granting 
of subsidies to aid in the construction and operation of vessels needed in further- 
ance of the national policy 

In the first section of the act Congress declared that it was the policy of the 
United States to foster the development and encouarge the maintenance of a 
merchant marine owned and operated under the United States flag by citizens 
of the United States, composed of the best equipped, safest and most suitable 
vessels, constructed in the United States and manned with citizen personnel 
This section also recites that it is necessary for the national defense and the 
development of the foreign and domestic commerce of the United States to have 
a merchant marine so owned and operated and of such character as to carry a 
substantial portion of the foreign commerce of the United States and to be capable 
of serving as a naval and military auxiliary in time of war or national emergency 

Under title V of the act the Maritime Commission is authorized to grant sub- 
sidies to aid in the construction of vessels to be used by citizens of the United 
States in foreign commerce and to be suitable and available to the United States 
in time of national emergency This subsidy, known as the ‘“construction- 
differential subsidy,’’ is designed to place United States shipowners on a par with 
their foreign competitors insofar as construction cost is concerned through the 
payment by the United States Maritime Commission (hereafter called Commis- 
sion) 1 of the difference between the United States and the foreign construction 


The powers, duties, and functions, of the Unit ates Maritime Cor ission under the 1936 act, 
were transferred t + k \ time Ad ' rator and Federal Maritime Board f the Department 
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02 p iat the amount of the construction subsidy 
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) ec ) ) c ‘ r fr 
ot 2 vess to | yrt Thereupor Nix “ r \ o New ¢ ind o 
t he me « Vy pl ( ted th 9 e memora 1 to tne Lo of x WW ) 

ave ! pproval without qualificati Ni ( of the tic of ft ( ors 
of Ex rt was tel dtot ( ' ( ) \ net ! 1048 ( lay 
the ( ] Te) ri nted h hid of Ret | it Cn f } ‘ trite 9 f 

e 2 ships and 2 tripartite contract No I¢ 1139 1 Mi 6123 { 
he ( yn yY Kxnort and Ke } m Steel Co for , y ; £ + > 
hips the pr mer ) 1, W pro\ for « ’ ) ‘ iu \ i 
and da 1 as of Au 11 } 

Or; ( nber 16, 1948. the Cor gs 1 took the necessar\ rmal action o 
cer 1 statutory. findi es and cet rmi tions rec 4 1 ’ } et } . 
that date authorized t sale of the two vessels to Export at t} 1s t sell 
price of $11,956,285 per ship, and direc t preparation of t sua ules 

onstruc ! iffere: al ibsidy contra \ G ral Co 
Cor ISSIO! 

On November 22, 1948, the Commission formally advised Export that it had 
ade he se s of fact which under sections 501 and 502 of tl} ‘ 
ire prerequ nrice Or espondi o the stimat ad 
cost ign shipvara is provided bv section 
502 rt I to t ay 1 of S$11.956.285 as 

follow 

1) Ba t contract | king ssel $23, 415, 000 
2 Ss l t contract price -knot vess 2 116, QOO 

Amount included ji represent e Dp over 

22 <nots 299. 000 
t t i | base unit foreign cost (2244-knot vess 12, 713, 800 
stima 1 base foreign cost of national-def atures other 
t ( ss speed (55 percent of $1,377 S00, tl se | ite 
, t of such features 757, 515 
t Bas t se pric to applica 11, 95 285 

( mission’s terms of November 22, 1948. were accepted in writing b 
Expor 

| rtite ¢ racts ol st 11, 1948, 1 ited that ( } sion ha 
oncur!l tiv enter nto pat contra th | ort for th D has 
Exp ey « tl! Ss ~ D ( ympl T } Ho r repa ation i x - 
tion of r ul ¢ racts of sale and for « struction-dittere in hsid is de- 
aved a » so-called formal contracts were exe . 11.19 

, ( I, 9 Mar Ss SITC r ‘ ( ac } 
contracts ( fit pro it r ination of the sels’ sales pr s hy 
the h< 17 e je hereir ‘ Th subeo , ‘ ‘ ard no x > atin? 
of the d of 2 x 2 +} formal contract documents cover ‘tus 
ra of t |] 
H! COMPTROLLER GENERALS REPORT AND THI HARDY REPORT 

Under section 502 (b) of the act, the Government is authorized to absorb the 
difference in cost between the Americ shipbuilder’s bid and ‘‘the fair and rea- 
sonable estimate of cost, as determi ( ni ssio f the construction 
i the proposed vessel lf 1t were co! nder similar plans and specifica- 
t xcludi nationa I se Tea . 1 [oO POUllG ( ter 
vi ( bv the Commission i fair 1 representative examp 
for the determination of the estimated f i cost of r on f s of 
tr tvp yrroposed to | cons ea; | wile ) eost ¢ 1 featu 3 
incorporated in the vessel for national-defens uses * * shall be paid y tne 
Commission in addition to the subsidy 

On Jul 11, 1949, the Comptroller General transmitted a special report to the 
Coneress ee H. Rept. No. 1423, 8ist Cong ist se verelv criticisi the 
determination of the Commission with regard to the mount of construction- 
differenti ibsidies a he a vanees for var ut lefense features on 
several pi senger Vess¢ nciu thet Oo | | I vhic! ure the 1 ect ) 
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is of “irregular procedures, inaccurate 


rpretations of statutory language’”’ on 
lv determinations. The 













































the part of the Commission in co ith such sul 
gist « the Comptroller General s with respect to the 2 kixport ships 
ippears to be that the Commission’s foreign-cost estimate of $1 1,956,285 per ship 
v Vinci evidence” as required by section 502 (b) where 
the subs is ) be over 33% percent, and further, that the allowance of 
41,676,300 per ship for ) se features was in his judgment an allowance, 
at least to some extent, for cert features sought by Export for commercial 
reaso! ihe Comptrol General al stro vy criticized the Commission’s 
practice o sting m the act | plans and specifications any item in excess 
of tl re I oreign standards before the foreign cost is estimated. He 
conte ied that this practice iners ed the subsidy contrary to law He pointed 
out that this was contrary to the interpretation prevailing in the Commission 
tro! Mat 1048 7 

I tensive | befor subcommittee ereinafter called the 
Har committer October 14, 1949, the House Committee on Expenditures 
i the Executive De tment lishe¢ 1ediate report (H. Rept 
No 3. Sist Cx ist S herei Hardy report The 
Hardy report. while containing imerou ns, left open the issues 
Ot Law a policy lealt with there ul vith the recommendation 
that the contracts exe ed or to be exe erators in each of the 
three ¢ es involved be reviewed ;: 1 all possible action taken to prevent excessive 
¢ es ( ( ve nt f und further rec ne ded that the House 
Committee on Merchant Marine 1 Fisheries rey problems ‘‘in connection 
vit leterminat ( struct bsidies and the nature of and 
t! COs nati lefense eat ends that congressional intent 
n he rife d that the methods of carrying out that intent may be improved 

Soon after the release of the Hardy report, the President, by letter dated Novem- 
ber 21, 1949, requested the Attorney General to give co leration to the various 
matters considered by the Expenditures Committee and the recommendations 
set forth in said report In a letter of similar date the President requested the 

mmission to cooperate with the Department of Justice and to forward to hin 
a the result of the Commission’s review to be undertaken pursuant to 
the omy r omm< lat 

As of M 30,19 the President in wrote to Maj. Gen. Philip B. Fleming, 
then Chairman of the C nission, in reference to the possibilitv that there might 
have been “some misunderstanding” concerning his letter of November 21, 1949 


The President stated that it was his feeling that the Commission’s review should 























proceed pendently of the review being made by the Attorney General, and 
that 1 id cover ( ( | goal asp of the awards, but e3 d to and 
app! 1 the asic data, ea imptio i tations underlving the 
ontra xecuted ¢ ) 1 as W urged that the work 
proces expeditiousl und coneluded with hoy t the Commission will 
ta oO correlative a oO wi might jeopardize imate interests of the 
Government in the event that it shoul e decided, after review, that the terms of 

I ) iS § it 

us Ca ( action of any cons place 
t (‘ommission in response to Ha report recom either of 
tl pric ( ( pursuant 
to Re ization Plan No. 21 ) en an inter ( iratio 
took over its powers, duties, and unfinished business which were subsequently 
tra red t he present Federal Marit e Boar iereafter called Board) and 
Federal laritime Administrati of the Vepartment of Commerce. 

1E REDETERMINATION 

) Augu 14,19 , al : Lact l after the |} ngs held | the (om 
I Expenditures i el ve Departments and a few days more than 
2 s after the Comm ud litted itself on Export’s application for 
construction subsidy on the 2 ships, the new Board appointed a special committee 
to review the vessel-sales contracts to determine whether the respective vessel 
sales prices were prop l the provisions of the act, and to submit recom- 
mi ns With respect to the contracts 

In December 1950, when review of the contracts was still far from complete, 
tl Be 1 | nve ut th Export on its contractual problems. Accord- 

o k-xport thes« \ ations developed, first, that the Board would not make 
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aly payments of operating-differential subsidy unless some action was taken with 
respect to a redetermination of the prices of the Jndependence and Constitution, 
and secondly, that the Board was in no position at that time to suggest hat 
such redetermined prices should be. In this connection Mr. J. E. Slater, president 
ot Export testified as follows 

‘The Board insisted that as a conditi to the resumption of operating-differ 
ential subsidy payments and to taking delive of the I7 endence and Const 
t yw we should agree to permit the Board to review a etermine the con- 
truction- re lal subsidy on tl two ship We were reluctant to do s« 
( 1 that our « ai agreement w the (ommiss1o il 

ictio ibsidies on these ship a ulid and binding 

» proposed to u v the Gove n t at that time ad beer 

uith and action had bs taken bv all parties in reliance 

ited the Gove f s proposal and we ive rejected 


1 that as of December 31, 1950, there was due and owing 


operating subsid 





perating subsidy alone approximately $16 million, and 
had been a period of relatively poor earnings, the failure 
11S SUDS ly re ilted in a serous reduction mn cash which 
to borrow $10 million from the banks. Moreover, the 


first ship was scheduled for delivery in January 1951, and much money had beer 
spent in the promotion of : 
already at hand. 

In an exchange of letters between Export and the Board in January 1951, 
Export agreed to a redetermination of the construction-differentiai subsidy for 





its maiden vovage and full booking therefor was 








the two ships and the Board agreed to proceed promptly to ake operating- 
differential payments under the appropriate contracts. It was also agreed that 


if Export accepted the redetermined vessel sales prices the operating-differential 
subsidy contract of Export would be extended substantially in accordance with 
the action previously taken and agreed to by the Commission in August 1948. 
(No operating subsidy payments were made to Export in accordance with this 
agreement until nearly 6 months after the exchange of letters in January 1951. 

Agreements dated January 11, 1951, were signed embodying the principle of 
redetermination set forth in the exchange of letters; Export concurrently took 


delivery of the Jndependence, made payments in accordance with the contract 


on the basis of the pric s agreed to with the former Commission, and took title 
to the vessel. The Constitution was similarly delivered on June 6, 1951. The 
prices were subject to adjustment if upon redetermination by the Board, such 


redetermined prices vere different. Upon redetermination |] xport had the 


election either to accept the redetermined prices and pay any excess amount or 








to reject the redet ed prices and return the ship to the Government. 

Under date of S« ptember 7, 1951, over a vear after its designation, the special 
committee made a ré port to the Board entitled ‘‘A Preliminary Recommendation 
as to Principles and Procedures.”’ The re port open “| with the statement that 


“the committee believes that proper sales prices can best be determined after 





an agreement is reached on the principles and procedures to be followed in such 
determin a concluded that when the preliminary 
ti W Board “it would be glad to cot plete 

ns es prices’ of the vessels. Vice Admiral 

ran 1 Federal Maritime Adminis- 

trator, testified before vour subcommittee that the work of the special con ittee 
proceeded concurrently with review by the Board on the same problem, although 


the record is not clear as to just how, if at all, the work was integrat« 
Approximately 13 months after the signing of the contracts providing for 


j wo vessels, the Joard under 


redetermination of the vessel sale t 
date of February 20, 1952, issued a lengthy and detailed report of its decisions 
‘ t 


as to the redetermined prices, with a so-called concurring opinion by Chairman 








Cochrane, February 25, 1952 
tr} Board’s report adopted its ‘‘ best nate of ti L948 forei cost of the 
Independence a d Constitution the figure which the staff has presented,” which i 
Board’s opinion ‘“w prepared from t | infor: on now available.’ 
Chis estimate was $17.308,000 and indicates a ec truc yn-differential subsidy 
rate of 27 07 pel t of $23,733,000, the base domestic cost of « ach vé el ‘These 
figures contrast with the finding by the Com: ission that the subsidy differential 
was 45 percent. For the two ships the difference in the cost to Export would be 


about $11 muillior 
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eo 


and interpretations, in reading the concluding comments in the Board’s decisior 
grave doubt and dissatisfaction seem apparent At the conclusion of the majority 
report of the Board it is stated: 

“The staff of the former Maritime Commission and the present staff were con- 
fronted with the fundamental problems of properly eval tating foreign costs, with 


1 
i 


the handicapping knowledge that the sources of information 
if at all, reluctantly and usually anonymously 
* * * * * * 


ivulged much of it, 


« 

‘We believe the principle of parity underlying the 1936 act is basically sound, 
but it is apparent that some of the procedures laid down in title V to achieve this 
principle, while suited to the more or less static conditions and relationships that 
nay have existed in 1936, are inadequate today in the light of changes and 
fluctuations of economic conditicns created by the ordinary passage of time and 
by World War II. 

* + ' + + ' 


‘Furthermore, if the act is to accomplish the purpose for which it was designed, 


including the important statutory aim that the United States must have a 
merchant marine ‘composed of the best-equipped, safest, and most suitable 
types of vessels’ it seems clear that the present uncertainties and indefiniteness it 
the relations between the operator and the Government, such as have been experi- 
enced in this case, must be replaced with a degree of certainty and definiteness as 
well as reasonable promptness in defining what those 

Admiral Cochrane, Chairman of the Board, ir 


even more to the point He stated: 





Irring report Was 


“From the presentations made before the Board, it is clear that the best data 
available to the staff cannot be considered ft 


lecision of the importance of the one which 


iciently complete in scope or precise 
in values to be a satisfving basis for a ¢ 
is now hinging on the result 


“T recommend most earnestly in the interest of these two essential objectives 
and to avoid a repetition of the grave difficulty which has developed in the present 


case, that the law be amended to permit a predetermination from time to time of 
the subsidy rate which can be approved ol 


jectively and free from specific applica- 
} 





tic if possible: so that future contracts « 





be negotiated with confidence an: 





promptness and with fairness and reasonableness both to the Government and to 
the prospective shipowner None of these critical elements of satisfactory con- 
tract administration exists todav. Manv thousands of dollars, 4 vears of time 
and many hours of deep study and concern have produced in the case before us a 
result which is unsatisfactory to all hands. Unless a more businesslike and 
realistic method is evolved, it will be difficult to continue to build passenger ships 
under this act.”’ 

It was in the light of the halfbearted conclusions of this carefully de eloped 
and documented report, and the vastly reduced rate of subsidy percentage deter 


tion almost 4 vears after a complete bilateral agreement with no evidence 


mina 
of fraud or lack of good faith, that Export indicated its compulsion to return the 
Independence and Constitution to the Government unless further review could 
be } 


Following the decision of the Board, Export was given until April 30, 1952, to 





accept or reject the vessels at the redetermined prices, such right to reject having 








ian a part of the agreement between the company and the Board in January 
1951. to proceed with a review and redetermination of the sales prices By letter 
of April 1, 1952, Mr. J. E. Slater, president of Export, advised the Board that the 
company wished a further extension of time within which it might elect to termi 
nate +} a vessel-sales contracts, expressing the belief that wi In such ext¢ nded 
time it would be able “‘to secure data which will demonstrate that a fair and 
reasonable estimate of the cost of pure hasing these two ve els from a Dute! 

ipvard in 1948 would be substantially | than the redetermined price fixed 
I the Federal Mariti rie Board ; In aid letter of \pril | 1952, Mr Siater 
further stated: 

If the time arrives for us to ac ept o1 reject the pre ent redetermination price 
we therefore see no other recourse but to return the vessels to the Government 
It appears that, as a result of this redeterminatic possibil 
even probal ilit that Export would not be willing or t I . els a 
the redetermined price, the Board realized the alternatives with which it wa 

‘onfronted if the vessels were turned bac! These alternatives are as follows 
1. Public sale to the highest bidder under the floor price limitations of sectior 


705 of the Merchant Marine Act, 1936; namely, the redetermined sales prices 
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$12,293,638, representing a discount of 19% percent. This contrasts with the 
rt of February 1950 where no discount \ 
e supplementary report of the Board ws 

ber 17, 1952. Under date of December 17, 

ts acceptance of the Board’s final prices 


CONCLUSION AND RECOMMENDATIONS 


the specifie case of the 
vou ced pecial subcommittee consider 
al le: ution to clarify the intent and the methods of carry- 
of the 1936 act with respect to determinations of construction 
and the nature and cost of national defense features.”’ 
fact that the problems affecting the Export vessels seem, 








ve heen satisfactorilv administratively resolved within the 
storv of the efforts to get. and to keen. these two important units of the mer- 
chant marine afloat, indicates the urgent necessity for early consideration by the 


provisions of the act, I think it is clear that the above review of the outrageous 


Congress of amendatory legislation to prevent the recurrence of such cases 
Although much has been accomplished bv the new Board in its thoroughgoing 


efforts to clarify interpretations and policy questions under the act, as it stands, 
and to collect at first hand for the first time realistic foreign cost data, it is not 
likely, as the Board itself admits, that the results of the review of the problem of 
the Indenendence and Constitution will provide a solution which will be equally 
applicable in future contract Ungq iestionably, the work of the Comptroller 
General, the Hardy committ the Secretarv of Commerce and the new Board 
under the chairmanship of Admiral Cochrane and his successor, Albert N. Gatov, 
has done much to clear up the bases of confusion which have existed in the adminis 
trat of the subsidy program since the end of World War II. Nevertheless, the 
mships Jndependence and 
Constitution and the SS. United States, seems to lie in the ambiguities and 


real root of the trouble illustrated by the cases of the stea 




















conflicting interpretations of title V of the act and the admitted difficulty of pre- 
( ly establishing the parity ynceived by that act It is interesting to note that 
existence of these problems was recognized as long ago as 1937 when the first 
Commission appointed pursuant to the 1936 act, in its economic survey of the 
mari! ‘omplained bitterly of the almost unsurmountable difficulties of 
! te inatio of foreign cost in strict accordance with the act. Special 
le was passed in 1940 after the outbreak of World War IT in Europe, in 
recognition of the extremely unsettled conditions then prevailing, which permitted 
the fixing of construction subsidv differentials based on conditions existing prior to 
the emergency of September 1939. In the report of the President’s Advisory 
Ginn ttee on the Merchant Marine issued in November 1947. it was stated that 
‘uncertainty of industrial conditions, both at home and abroad, prevents a satis- 
factory determination’”’ of the construction-differential subsidy on the precise and 
theoretical basis provided fo t t. The report stated that: 

“The pressing national security needs for ships and shipbuilding, lead the com- 

t to recommend yf these practical difficulties and factors, that during 
the next 3 irs, at least, shiy ilding contracts 1 at the maximum con- 
s ion differential subsidy of 50 percent per the 1936 act and which 
W used under congressional approval during the recent war period.”’ 

In 1 of the present international situation, conditions are certainly no less 
uncertain than they re 1947, and are violently different than they were in 
1936 [In the circumstances h now prevail it seems most unlikely that any 
private operator in his right mind would undertake to commit himself for new con- 
struction under titl V of tl act as it has recently been inteé rpreted and admin- 
istered Clearly it is essential that correcti easures should be taken without 
d lay so that th present inc rta ties a d indefiniter aS n relations between the 
operator and the Gov nent all be replaced with certainty and definiteness as 
W is promptness in defining it those relations shall b 

. oni { f ou Lhe etaus of the current controversy were not 

signated for co eration by your subcommittee, the general circum- 

st relating to the new iperliner (/nzted Stat are so similar to those involved 
in the case of the Indenender nd Constitution that T feel it is appropriate to 
comment briefly on the present status of that vessel. The U’nited States was con- 
tracted for in 1949, less than a vear after the Independence and Constitution. The 
3 vessels, together with 3 other passenger vessels contracted for sale to the Ameri- 
can President Lines (which have since been taken over and converted to troop- 
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ships), were part of an urgent program to commence the construction of a large 
number of passenger vessels as potential military and naval auxiliaries in the face 
of mounting tensions of the ‘‘cold war.”’ 

The program was recommended in the report of the President’s Advisorv Com- 
mittee on the Merchant Marine and was initiated in early 1948 as the result of 
recommendations of a special sub-Cabinet committee appointed by the President 


to review the situation. The President’s Advisory Committee recommended as 
follows: 
‘Ruilding program.—The estimated mobilization requirements of the National 


Military Establishment for troop transports together with our great deficiency in 
passenger-carrying ships for peacetime service, indicate a program of ship con- 
struction of about 46 passenger-carrying vessels over the next 4 vears, and the 
inception of a freighter and tanker program. * * * It is of the utmost importance 
that initiation of actual construction be expedited The ships contemplated will 
all be of extreme value in a national emergency. They should in each case be 
subject to approval by the armed services for suitability for mobilization. * * *” 

Private operators were induced by the Government to participate and cooperate 
in this program by the investment of private capital to the maximum extent pos- 
sible in preference to having the Government build the vessels at its entire expense 
under title VIL of the act. It should be noted that section 212 of the original act 
authorized and directed that the Commission “study, and cooperate with vessel 
owners in devising means by which there may be constructed v or with the aid 
of the United States express-liner or super-liner vessels comparable with those of 
other nations, especially with a view to their use in national emergency.”’ It was 
at least in part due to the serious deficiency of such vessels in the merchant merine 
at the time of World War II that we had to resort heavily to the use of allied 
vessels for troop carrying and, in the instance of the Queen Mary and Queen 
Elizabeth alone we paid the British upward of $100,000,000 for their use in carry- 
ing large numbers of American troops to Europe during the war The existence 
of the United States as a very large, high-speed, completely fireproof vessel, with 
innumerable special features, is due for the most part to the needs of the national 
defense to have immediately available large safe and fast vessels for emergency 
use as contemplate d in the above-mentioned program reco nmended at the highest 
levels of government in 1947-48. 

The construction subsidy determinations and allowances for national defense 
features on the United States were subject to criticisms in the previously men- 
tioned special report of the Comptroller General in 1949, and the subsidy contract 
for the vessel was recommended in the Hardy report for review along with the 
contracts covering the Independence and Constitution. The President, on June 20, 
1952, at about the time of the delivery to the United “tates Lines under the 
contract, requested the Attorney General to “determine what legal action should 
be taken by the Government * * * to protect the Government’s rightful in- 
terests’’ under the contract. According to recent press reports, the Attorney 
General has advised the President by letter of December 4, 1952, as follows: ; 

‘After a thorough review of the applicable law and of all of the circumstances 
surrounding and inducing the sale of the SS. United States, I am convinced that 
the contract of sale is voidable at the election of the United States; that it re- 
flects violations of Federal statutes; and that it contains numerous errors and 
miscalculations to the financial detriment of this Government.”’ 

The Attorney General stated it is his belief that at least as large an amount as 
$10 million can be recovered by the Government from the company. However, 
he did not make specific the basis for his belief that such amounts were due the 
Government. Subsequently, by public statement on December 11, 1952, the 
Comptroller General issued the following formal statement: 

“The President and the Attorney General are to be highly commended for 
their prompt and forthright action to protect the interests of the American 
taxpayer in this scandalous transaction. It must now be obvious to all that the 
superliner should never have been turned over to the United States Lines for the 
amount stipulated in the original highly irregular agreement. If that company 
wishes to continue to point with pride to their ‘Queen of the Seas’ they should 
now come in voluntarily and agree to pay the amount justly and legally due 
for the vessel. But in any event the General Accounting Office will now proceed 
to recover that amount by setoff against any moneys Owning to the company by 
the Government and by every other means at our command,” 

While the details of this matter were not before your subcommittee in sufficient 
detail to justify any comments as to the merits of the controversy, it is noted that 
the vessel was not turned over to the United States Lines Co, by the Secretary of 
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rendered by his legal advisers 
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I rie naer the new adn tration in connection with maritime legislative 
problems whi it seems inevitably will arise. These recommendations, thers 
fore, are as Tollo\ 

1. The Board, through the Secretary of Commerce, should continue and 
intensify its efforts to facilitate its determinations under the act and the executio1 
of agreement made pursuant tl! eto 

In view of the business nature of the activities authorized under the act, and 
tl urgency of the related national defens« aspects of such activ ties, it is essential 


administration of the law. For example, 
onstruction subsidy agreements were under 


that there be greater efficiency 





in the Export case all details of 
stood between the parties in August 1948, yet the Commission did not act on the 
required formal findings and determinations until November 1948. And, up to 
January 11, 1951, the time of the agreements containing the redetermination pro- 
visions, no formal contract Was seemingly ever prepared. Even with the execution 
of the redetermination contracts, well over a year after the review recommended 
by the Hardy report, it was to be more than a year later before the contractor 
knew where he stood in relation to contractual commitments of many millions of 
dollars. In the absence of a tightened-up contracting procedure the reluctance of 





operators to agree to new construction programs is readily understandable. 

2. The Board should take immediate steps to comply fully with the require 
ments of section 211 of the act, by which it is authorized and directed ‘“‘to investi- 
gate, determine, and keep current records of the relative cost of construction of 






comparable vessels in the United States and in foreign countries. It is the sole 
responsibility of the Poard to make the required construction-differential subsidy 
deter nations his section has been a part of the act since its inception. The 


requirements of this provision to facilitate the making of such determinations 


y nonfeasance or by delegation of the burden of the 





In the Export case the failure of the Commission and subsequently the Board to 


have the records required by section culminated in the company itself as- 
suming the burden of proving the 1948 foreign cost of the vessels. In this con 


nection, it was developed during the hearings that in recent years the Commissiot1 
and its successor, the Board, had only one man in Europe for the purpose of 
checking and developing foreign costs. Other data was supplied through the 
State Department. It is the opinion of your subcommittee that such a procedure 
seems wholly unsatisfactory and should be corrected. The responsibility for 
determining foreign costs and determining construction-differentials therefrom is 
too great to be made with such iall field staff or to be delegated to an agenc\ 





not responsi le under the act for the accuracy of th results or the uses to which 
the information is put 

ry} Poard should ' nsideration at this time not only to improving th 
met! s and proce I her fore followed in arriving at construction subsidy 
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differentials but should consider various new approaches to 
In this re 
conditions in the shipbuilding centers of the world ever since the e 
the act in 1936, and that therefore it has not been possible to find 


the problem as well 
gard reference was made during the hearings to the ext 














A it A 
vassenger vessels of a thoroughly comparable nature If the ac 
reasons impracticable the Board should seek amendatory legislatio1 
new approach to the problem, such as the proposal of the Pre lent 
nittee for a fixed differential of, sav, 50 percert of the Americ 
proposal to provide for adjus*ments of a ba subsidy rat ' . 
ome specified cost indices, or some ot! r approach whict ill « inate the costly 
time-consuming and usually unsatisfactory results of recent determinations 
t. The Depart nt of Commerce should give prompt considerati to the 
tudy, perfection, adoption of a new long nge plan for ' nent nd addi- 
tions to the American merchant marine to dete rmin¢ what 1s 1 ured to carry 
forward the national policy declared in section 101 of the act, as contemplated 
i ection 210 of the a as enacted in 193( Che Cor ission completed a 
thorough survey and ad ed such a program in 1937 embodied in a report 
entitled ‘“‘Economic Survey of the America Merchant Marir ; \s a result 
of the war the program outlined therein was disrupted and has become obsolete 
Since that time there have been moves mas in a similar direction for & postwar 
| range program None of the several irvey whi were undertaker 
including the report of the President’s advisory committee, have ever bee 
adopted as the basis of a tangible and continuing progran Yet a definite evalua 
tion of the type of merchant marine we must have is essential to intellig« 
planning for military purposes and as a guide to the Congress in evaluatins 
legi ive proposals calling for Government aid for the merchant marine 





Che proposal in 1948 for 46 new passenger ships has already been adverted to 
Where is that program now? Do we need the same or a greater or lesser number 
of such ships? We have been told that the need for fast passenger vessels is 
viewed by the Department of Defense as being greater than ever The same 
lack of long-range planning has been disclosed with regard to other types of 
vessels although much has been said in a general way as to the existence of great 
need It is hoped that no time will be lost in commencing such planning on a 
basis which can be continued and kept current 

5. Amendatory legislation should be considered by the Congress to remove 
the confusion which now exists with regard to question of determining construc- 
tion-differential subsidies on the basis of American versus foreign standards of 
construction. The act seems clearly to contemplate parity in the sense of equaliz- 
ing competitive disadvantages. Yet the law has been interpreted by some to 
mean that no account should be taken of the fact that the competing ships of 
competitor nations are not required to comply with many costly safety, crew 
accomodations and other requirements to which an American operator is bound 
The ambiguity is such that remedial legislation is strongly indicated 

6. In general the subcommittee believes the Secretary of Commerce should 
review all of the several items relative to the determination of construction- 
differential subsidies and the nature of and the cost of national defense features 
such as were involved in the contracts for the Independence, the Constitution, and 
the United States with the view of initiating the proposal of specific legislation to 
the Congress. The subcommittee confirms the need for such legislative con- 
sideration previously recommended in the Hardy report. 

Your subcommittee believes that basically the Merchant Marine Act, 1936, 
is sound legislation. As pointed out herein, certain of the act’s ambiguities in 
language need clarification and its administrztive provisions require overhauling 
and modernization. Brought up to date the act should long continue as a stable 
basis for our national maritime policy. 

Finally, Mr. Chairman, I want to thank you for the privilege of serving on the 
special subcommittee. I want to take this opportunity, also, to say that the 
conscientious hard work and wholehearted cooperation of my fellow members 
cannot be commended highlv enough. Without their interested devotion to the 
problem before us it is doubtful that our primary objective could have been 
achieved. At, this point, too, I would like to express my great appreciation to 
the witnesses who appeared before the subcommittee, giving generously of 
their time to help us to arrive at a satisfactory solution of the matter under 
consideration. 

Very sincerely, 





JoHN F. SHELLEY, 
‘airman. Special Subcommittee to Review Redetermination of Vessel 
Sales Prices of SS. “Indepe ndence and SS. ‘‘Constitution. 


Whereupon the hearing was adjourned.) 
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